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Balance Sheet Problems 
I. THE VALUATION oF STOCKS ON HAND 
By A. A. FirzGERALp 


Any English or Australian text-book on accounting or auditing 
will tell us that the fundamental rule for the valuation of Stocks 
on Hand—raw material, work in process or finished stock—is 
cost or market, whichever is the lower. The rule is so well estab- 
lished, indeed, that it has been called the “golden rule.” Some 
of these text-books leave the question at that point, others have 
attempted to give the student or practitioner some guidance in 
its interpretation in varying circumstances. Cost is an elusive 
term, and in practice extraordinary variations in the balance-sheet 
value of Stocks on Hand, and ‘consequently in the supposed pro- 
fits of an enterprise, are possible according to the meaning given 
to “cost” in applying the principles. Let us take a simple illus- 
tration. Suppose that a concern commences a trading period with 
stocks valued at £1,000. During the period it acquires equal 
quantities at successive costs of £1,100, £1,210, £1,331. Each 
successive lot acquired costs 10% more than the previous lot. 
The period is thus one of rising costs, and presumably also of 
rising selling prices. Suppose that, as costs rise, selling prices 
rise proportionately, so that the difference between selling price 
and cost is a constant percentage of sales. In practice, of course, 
this is not likely to be the case, since selling prices will probably 
rise more rapidly than costs. The assumption will not, however, 
involve us in any fallacious reasoning, and it will simplify the 
illustration. 

In tabular form, the assumptions are:— Excess of Selling Price 

over Cost of 
Cost Selling Price Specific Lots 
£ £ £ 
Commencing Stock .. 1,000 1,200 200 
Purchase—Lot 1.. .. 1,100 1,320 220 
™ iat 2... .. 12 1,452 242 
a Fe ee In stock — 

What is the profit for the period? That depends upon our 

interpretation of “cost” in applying the “golden rule.” 
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Is “cost” to be regarded as the cost of acquisition of the most 
recently acquired lot? That cost, on our hypothesis of a rising 
market, will be lower than market replacement cost, and our 
trading account will show:— 








Commencing Stock .. £1,000 aoa .. £3,972 
Purchases .. 3,641 Closing Stock 1,331 
Profit .. 662 

£5,303 £5,303 














Alternatively, is “cost” to be regarded as the average cost of all 
the lots acquired? Again, by hypothesis, it will be lower than 
market replacement cost, and the trading account will appear 
thus :— 








Commencing Stock .. £1,000 NS ek ik: ioe .- £3972 
Purchases .. . 3,641 Closing Stock . 1,160 
I eis aoa go> oe 491 

£5,132 £5,132 














The first of these two interpretations of cost which produce 
such widely differing results is known technically as the “first-in, 
first-out cost,” the second is the “cumulative average cost.” 

Before we proceed any further to examine their comparative 
merits, let us examine their effect on the balance sheets. 


(a) First-in, First-out Cost. 





bn bo 
5 & 
Ew 3 Ec 3S 
*Ep.2 *tp-2 
~ ~& ~ ~ 
<s <& <6 <a 
£ £ £ £ 
Net worth .. .. .. .. 1,000 1,662 Cash and Book Debts — 331 
ME ws ce ve 2s oo Me See 
1,000 1,662 1,000 1,662 
(b) Cumulative Average Cost. 
bo bo 
& a= 
c pve = e 
se ° —y 9 
ome tO: 
£3 33 #5 Ez 
~ ~ ~ ~ 
<6 <& <3 <8 
£ £ £ £ 
Net worth .. . 1,000 1,491 Cash and Book Debts — 331 
SOOGE .. sc. «+ «s os SD ED 
1,000 1,491 1,000 1,491 
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Under the first method, we have a surplus for the period of 
£662, which may be distributed to the owners, and on which, 
incidentally, we shall be taxed. It may even be that if our 
imaginary enterprise is a private company, we shall be taxed at 
a high rate unless we distribute a “sufficient” proportion of the 
distributable income. Of course, unless we are prepared to bor- 
row for the purpose, a practical limit is placed on the amount 
available for distribution by the extent of our liquid resources— 
in this instance, not more than £331. 

Similarly under the second method, we might distribute and 
be taxed upon £491, but again, unless we borrow, we have avail- 
able for distribution not more than £331. 

In other words, unless we are prepared to take a risk which 
no business man could justify, our distributable profit under 
either method is not more than £331. Our stock is no greater in 
quantity than it was at the beginning of the period, and we shall 
need to maintain that quantity of stock in order to carry on the 
business. The only “profit” which has been realised, in fact, is 
the profit which is reflected in the increase in our cash and book 
debts. 

Let us carry the illustration a little further, and assume that 
we now enter a period of falling costs and prices, during which 
the cost of each successive acquisition of stock is 10% less than 
the previous acquisition, and selling prices fall steadily in the 
same proportion. 

In this period, the transactions will be: 


Excess of Cost of 
Specific Lots 


Cost Selling Price over Selling Price 
Commencing Stock £ £ £ 
fiat 3) .. .. «. Tae 1,307 24 
Purchase—Lot 4... 1,198 1,177 21 
Lot 5... 1,078 1,060 18 
lnt6 . .. 971 — — 


Under the first-in, first-out method, the cost of the closing stock 
will be £971, which is equivalent to market replacement cost. 
Under the cumulative average cost method, the cost of the closing 
stock will be £1,145, which, being above market replacement cost, 
must be reduced to market replacement cost, viz., £971. 


The trading accounts for this period will therefore show :— 
(a) First-in, First-out Cost. 


£ £ 
Commencing Stock .. 1,331 aaa 
Purciases .. .. .. .. 33 Closing Stock ..i.. .. 971 
DSA. 06.6. sath. ode, ee 63 


£4,578 








£4,578 
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(b) Cumulative Average Cost. 


£ £ 
Commencing Stock .. 1,160 a ae 
Purchases .. .. .. .. 3,247 Closing Stock .. .. .. 971 
a: 
£4,515 £4,515 














and the balance sheet under either method, assuming that no dis- 
tribution of the profits of the first period was made, will be :-— 





£ £ 
Net worth .. .. .. .. 1,599 Cash and Book Debts . 628 
EE 6a ke. ks ba am ee 
£1,599 £1,599 














If, however, we had distributed the whole of the profits arrived 
at by the first-in, first-out cost method in the first period, our 
balance sheet would now show :— 
£ £ 
Net Worth .. .. .. .. £937 a errs 
Excess of Bank Over- 
draft over Book Debts 34 








£971 £971 














Thus, in spite of the fact that no variation has taken place in the 
quantity of stocks held throughout the two periods, our capital 
has been impaired by the distribution of “profits” and we have 
placed ourselves in debt. Believers in the theory of the business 
cycle will say that the cause of this unfortunate happening has 
been that we have not known what our realised profits were, and 
have distributed a “profit” which was partly fictitious, unrealised 
and, in fact, unrealisable, unless indeed we had wound up our 
business at the end of the period of rising prices. 

The risks involved in distributing book profits up to the hilt in 
periods of rising prices is generally implicitly recognised by 
boards of directors, and is avoided usually either by withholding 
disclosed profits from distribution and carrying them forward in 
Appropriation Account or Reserves or by creating inner stock 
reserves which have the effect of reducing the disclosed profit. 
The simple illustration given above is an evidence of the wisdom 
of such expedients from the financial; standpoint. They do not, 
however, provide any safeguard against the possible payment of 
tax on unrealisable “profits,” nor are they always effective safe- 
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guards against financial imprudence. In periods when abnormal 
price fluctuations occur, neither disclosed nor undisclosed Re- 
serves entirely eliminate the risk of unwise distributions. War- 
time and immediate post-war experience in Australia affords a 
striking illustration of this fact. Apart altogether from the inci- 
dence of the War-time Profits Tax on the subsequent financial 
stability of many concerns, there were many instances of unrealised 
war-time “profits,” which led in the final analysis to a depletion 
of the financial resources of companies or, through the capitalisa- 
tion of such profits by the issue of bonus shares, to inflated capital 
structures. Many of the post-war reconstructions can be traced 
directly to the fictitious profits resulting, not from trading opera- 
tions, but from the illusory expansion of stocks as a result of 
transitory changes in the general price level. 

As our illustration shows, the first-in, first-out cost basis of 
determining the cost of stocks on hand lends itself to an exaggera- 
tion of profits or losses in the various stages of the business cycle. 
Results obtained by the accumulated average cost method are less 
susceptible to the influence of changes in the general price level. 
But, particularly amongst American accountants, there is becom- 
ing evident a decided tendency to question whether the proper 
functions of accounting are adequately performed under systems 
which fail to distinguish between realised profits arising from 
normal operations and book profits, which may never be realised, 
arising from changes in stock “values.” 

The questions are not entirely new. As long ago as 1921, in 
the third edition of Auditing, Theory and Practice, R. H. Mont- 
gomery drew attention to the inadequacy of accepted accounting 
conventions to meet situations arising from violent price fluctua- 
tions, in the following terms :— 

I am not satisfied with all the rules that govern the preparation of pre- 
sent-day balance sheets. Conservatism calls for writing down assets when 
market values fall, and leaving assets at cost when values rise. This 
works out well when there are no rapid or radical changes in market con- 
ditions. When values fluctuate widely, however, balance sheets do not reflect 
the “full and true financial position” which is the goal of the auditor. When 
the market is advancing, valuations at cost by no means reflect the “true 
financial position.” When the market is declining, valuations usually are 
too high, even though written down to market at date of the balance sheet. 

The rule, “cost or market, whichever is lower,” must be amplified 
and given more flexible application in times when the trend of prices is 
sharply upward or downward. 

It; is significant that these comments were made at a time when 
the experiences of the war and immediate post-war period, with 
its violent inflation of prices and costs, and its subsequent equally 
violent deflation were fresh in mind. Similar considerations have 
applied in more recent times, and questions of balance-sheet valua- 
tion are again receiving close attention. 

Moreover, it is no new thing for a concern to give a practical 
interpretation to the meaning of cost which involves at first sight 
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an unusual method of applying the cost or market rule. Maurice 
E. Peloubet, in a paper given to the National Association of Cost 
Accountants in June, 1936!, addressing himself particularly to the 
problem of “fictitious inventory profits,” disclaimed any intention 
to present new or original theories. 

“If anything is said which you have not heard before,” he said, “it is 


probably at least fifty years old, has been tried and tested, and has been 
repeatedly put forward by other speakers and writers.” 


He went on to discuss the shortcomings of the first-in, first-out 
method, and to advocate the use of the “normal stock” method, 
and concluding by moving a resolution with this preamble :-— 
“Whereas, in certain industries producing, refining, fabricating or other- 
wise processing basic raw materials the use of a basic normal minimum 
stock, carried at fixed prices is a well recognised, accepted accounting prac- 


tice, which, in the opinion of executives and accountants connected with! 
those industries, most clearly reflects income....... 


The attention of accountants in U.S.A. has been concentrated 
on the question of stock valuations in recent years partly because 
of the fluctuating general price level, but perhaps even more be- 
cause of the operation of the tax on undistributed profits. Under 
the regulations published by the Treasury, stock is to be valued 
at either (a) cost or (b) cost or market, whichever is lower. 
Where the stock on hand cannot be identified with specific in- 
voices, it is considered as consisting of those goods 1aost recently 
purchased or produced. This is, in effect, the first-in, first-out 
basis, and the basic normal minimum stock carried at fixed prices 
is expressly prohibited by the regulations. 

In August, 1936, the Journal of Accountancy published a re- 
port by the special committee on inventories of the American In- 
stitute of Accountants? on its joint deliberations with the sub- 
committee on inventory valuations of the American Petroleum In- 
stitute. This report shows that in the petroleum industry the 
method usually employed for charging stocks to cost is on 
the last-in, first-out basis. Stocks held at balancing date are 
valued at a “conservative or reasonable figure,” not necessarily 
as low as market price, but such, in the words of ‘the report, 
will be lower than that which ordinary market fluctuations within 
the span of the economic cycle may be expected to reach.” Those 
instances in which market prices are lower than the values used 
for balance sheet purposes will thus be “expectantly only tem- 
porary phenomena evidencing unusual conditions, from which, 
expectantly, a prompt recovery is to be looked for.” 

This report dealt with conditions in a specific industry, one in 
which “price changes in the raw material commodity exert prac- 
tically a simultaneous and corresponding effect on the product 
commodities.” The methods of valuation and of charging stocks 


1. N.A.C.A. Year Book, 1936, pp. 164-191. 
2. Journal of Accountancy, August, 1936, pp. 122-132. 
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to current cost suitable in such an industry are not necessarily 
suited to other conditions. 

In 1938, the special committee on inventories of the American 
Institute turned its attention to inventory problems in other indus- 
tries, and made a further report, in the course of which it sug- 
gested that any arbitrary solution would not be the final answer 
to a question where much may be said on both sides. The “cost 
or market, if lower” concept was accepted as a general rule, it 
being considered that it was “broad enough to cover such variants 
as the last-in, first-out, or even the base stock (basic normal mini- 
mum stock carried at a fixed price) methods, if one chooses to 
regard those methods as in effect being merely alternative con- 
siderations of ‘cost.’” 

The last-in, first-out method and the base or normal stock 
method having now been introduced into this discussion, some 
brief explanation and comparison of them should be given. 

Under the last-in, first-out method, the commencing stock is 
first valued at a “conservative or reasonable figure.” Thereafter 
the ‘last lot purchased is assumed to be the first lot sold (or ab- 
sorbed into process). Current costs are thus charged against 
current sales, and remaining stocks at balance dates will be left 
in the accounts at the cost of the earlier acquisitions. On a rising 
market, this will result in a valuation lower than market: on a 
falling market, the values may be higher than‘market, but on a 
conservative or reasonable figure, which may be reduced to mar- 
ket, if thought fit. 

Under the base stock method, the minimum quantity which 
must be held year in and year out is valued each year at a fixed 
price, which will represent the lowest price likely to operate for 
the commodity in question over a fairly long term of years. 
Stocks in excess of this basic minimum are charged into costs 
and valued for balance sheet purposes at current replacement 
price. The essential feature of the base stock method is well 
expressed by the special committee of the American Institute of 
Accountants in this way* :— 

Whereas the principle of cost or market, whichever is lower (with cost 
determination on the first-in, first-out basis, or possibly on that of aver- 
aged costs) accomplishes its objective of a conservative inventory valuation 
from a short term viewpoint, the basic method, in theory, looks to the 
longer economic cycle, and the eventual ‘return of a low price level after 
a high price level interim. 

Professors Sanders, Hatfield and Moore, in their Statement of 
Accounting Principles‘, take the view that “accountants may pro- 
perly arrive at cost (for balance sheet purposes) on a basis of (a) 
first-in, first-out, (b) last-in, first-out, ¢c) average cost, or (d) 
base-stock method, as may be most appropriate for the industry.” 
(The italics are mine.) They go on to say :— 


3. Journal of Accountancy, August, 1936, pp. 128-129. 
4. Pp. 73-74. 











THE AUSTRALIAN 





ACCOUNTANT AUG. 


Rules like the lower of cost or market were devised as an aid to prudent 
business management and for the protection of investors, and not for tax 
purposes. But under these rules, cases have occurred of wide fluctuations 
of material prices, resulting in losses of one period, followed by profits oi 
another period, in which the latter were taxable, without proper offset.5 
In these cases such valuation methods as base-stock or last-in, first-out are 
intrinsically proper, as well as being proper from a business point of view. 


It is, incidentally, a striking commentary on the potent influence 
exercised on accounting thought and practice by taxation legisla- 
tion, that whilst the incidence of taxation on profits has apparently 
re-awakened the interest of American accountants in this problem 
of stock valuations, the regulations of the Treasury department 
operate as a barrier to the adoption of methods advocated as a 
result of that re-awakened interest. 

The extent of the attention now being given to the problem 
is indicated by the publication in February, 1938, by the National 
Industrial Conference Board in U.S.A., of the results of a ques- 
tionnaire addressed to 826 manufacturing companies as to their 
methods of valuing stocks for cost purposes and for balance sheet 
purposes. The publication, which is entitled Prevailing Prac- 
tices in Inventory Valuation, contains the following summary of 
the replies received. 


_ On the basis of information obtained from 826 manufacturing companies, 
it was found that prevailing inventory valuation practices were as follows :— 


1. The most commonly used method for charging info process was 
at monthly average cost. Of the companies co-operating in the 
study, 39% reported use of some form of average cost basis: 24% 
used actual cost of specific lots for all or part of their raw 
materials; 16% used standard costs; and 15% charged material 
costs on a just-in, just-out basis. 

2. One-fifth of the companies surveyed find it necessary to keep 
separate statistical inventory records (aside from their books or 
store cards) for the purpose either of determining profit and loss 
on current business or of fixing selling prices. 

3. In determining sales prices, replacement or market cost carries 
heavier weight in 51%, and actual or average cost is given greater 
weight in 49% of the reporting companies. 

4. Lower of cost or market is the prevailing basis for inventory 
valuation on the balance sheet, with 63% of the companies using 
this method for their raw materials, and 40% for their finished 
goods. Standard costs are used by 20% of the companies in 
valuing finished goods inventory. 

5. Inventory reserves are set up for the purpose of eliminating inven- 
tory profits or equalising future profits by 22% of the reporting 
companies. 

6. Inventory losses are generally charged to the “cost of goods sold” 
section of the profit and loss statements. 

The study also revealed a continuing trend toward adoption of standard 
cost systems. 

If federal tax regulations were to be revised, allowing the applica- 
tion of current or replacement costs to sales, 38% of the companies 
reporting would be in favour of using such a method. Greatest desire 
for such revision is found in the tanning, non-ferrous metal, and paper 
manufacturing industries. 


5. Note that the carrying-forward provisions of Australian tax legislation mini- 
mise this effect. 
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The most striking feature of this interesting and valuable inves- 
tigation is not that such a large proportion of the companies use 
the average cost method, as that, in face of the requirements of the 
Treasury, so many are prepared to submit to the inconvenience of 
different bases for tax and balance sheet purposes, in order to 
apply some other method. The following table, based on figures 
given in the publication, shows the percentages of reporting com- 
panies using the various methods of valuation of different kinds of 
stock for balance sheet purposes. 


» ~ 
x S 2 ‘ 
oO; 2°¢ ° cc) 
Sn z sss 
ty =e a a oS —] 
os S-5 £ 7. wé oa 
2 Ss oe es a *& D 
> 7 ° = 
as <a <5 aS az we 
Raw Materials 63% 14% 15% 6% 1% 1% 
Goods in Process .. 38% 19% 18% 18% 4% 3% 
Finished Goods .. .. 40% 15% 17% 20% 4% 4% 


As to the effect upon disclosed profits of the various methods 
in periods both of rising prices and declining prices, the National 
Industrial Conference Board’s publication contains the following 
interesting hypothetical table, based partly on figures used in the 
paper by Maurice E. Peloubet, to which I have referred. 


EFFECT OF VarRIoUuS METHODS OF INVENTORY VALUATION 
Period of Rising Prices 


per lb. 
Market at beginning of ae se eee ae es ee 
Market at end of period . ae a ee ae 
Average price during period . - eee ee ae | 
Cost of beginning inventory —first-i -in, first-out basis— 
average... .... . 9c. 
Cost of ending inv entory —first- -in, first-out basis—av erage 14c. 
Price for normal stock .. .. .. .. pa am 7c. 
Cost of beginning inventory—last-i in, first- out basis .. . 8c. 
Cost of beginning inventory—cumulative average basis .. 8:9c. 
Period of Declining Prices 
per Ib. 
Market at beginning of period .. .. .. .. .. .. .. .. «. = 15e. 
Market at end of period . ee Oe ee ee 
Average price during period . eee eee 13c. 
Cost of beyinning inv entory—first-i in, first-out basis— 
average .. .. 14c. 
Cost of ending inventory—firsti in, ‘first-out basis—av erage I1c. 
Pe PEIN cs bs ee 46. 05-45 Ws 80.06 Se 06 0 7c. 
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It will be noted that it has been assumed that, in each period, 
200,000 Ib. have been sold, and that in each period—one of rising 
prices and one of declining prices—the average cost per Ib. is the 
same, 13 cents. To emphasise still further the differing effects 
of the four methods, let us make an assumption, justifiable in the 
circumstances, that the average selling price is the same in each 

















period—say, 15 cents. 
“Profits” would then be: 
£8. eS. a. $§. 
22 n Sea Exo toe 
S34 E52 Ese 328 
mea baa Zea arg 
Period of Rising Prices 
Seles .. .. .. »- GOOG $30,000 $30,000 $30,000 
Cost of goods sold . 20,900 23,352 25,900 26,300 
Profit .. .. .. $9,100 $6,648 $4,100 $3,700 
Period of Declining Prices 
eS ok ce es oe ee $30,000 $30,000 $30,000 
Cost of goods sold. 30,100 27,540 26,100 25,700 
Profit ... .. $100 (loss ) $2,460 $3,900 $4,300 
Total profits (both 
periods) .. .. .. $9,000 $9,108 $8,000 $8,000 


The extent of the differences and results, and more particularly 
the fluctuating nature of the results obtained in the two periods 
under the first-in, first-out, and the cumulative average cost basis, 
as compared with the other two methods, show clearly that stock 
valuation presents a problem which calls for the most earnest 
thought from accountants generally. 

The conflicting nature of the interpretations which, on the 
authority of the authors of the Statement of Accounting Principles 
may properly be applied to the “golden rule” is such as to give 
room and to spare for the exercise of those powers of judgment 
which we are prone to claim as attributes of accountants. 

For the guidance of management in its price policy, financial 
policy, and its grasp of what is happening within a business, apart 
from external influences, accurate ascertainment of current operat- 
ing results is an imperative necessity. Accountants should accept 
that responsibility, and its acceptance involves a somewhat more 
critical attitude towards stock valuations than has apparently, so 
far, been shown in Australia. 
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H. W. Sweeney’s book, Stabilised Accounting (which was re- 
viewed in the September, 1937, issue of this Journal), suggests 
one method of escape from what Professor Kester has called that 
“complacency of faith in figure facts which is too often a mental 
characteristic of the accountant and business executive.” The 
“stabilisation” of balance sheets by the application to them of price 
index-numbers would, amongst other things, resolve the profits 
disclosed by conventional accounting practices into the elements 
of true operating profits and “profits” on stock value fluctuations. 
But I am afraid that we must travel a long way in accounting before 
the methods suggested by Mr. Sweeney are applied on any large 
scale. Meanwhile, the gravity of stock valuation problems should 
not be allowed to escape attention. 

And now the economists are taking a hand. In an article in 
The American Economic Review ior March, 1938, Henry B. 
Arthur, writing on “Inventory Profits in the Business Cycle,” 
reinforces the arguments of those accountants who urge the adop- 
tion of methods which will eliminate inventory profits from 
accounting results by charging current purchases against current 
sales. His plea, on economic grounds, is based on the well-held 
belief that the scope of industrial fluctuations is largely increased 
by the psychological phenomena of alternating waves of optimism 
and pessimism amongst business men. Those oscillations from 
extreme optimism to almost hopeless pessimism are greatly in- 
fluenced, he thinks, by the failure to recognise the fact that un- 
realised inventory gains are not true income in any economic sense. 
Prompted by exaggeration of the extent of the true profits of indus- 
try generally in times of prosperity, and by equally serious exag- 
gerations of losses in times of recession, business men are led alter- 
nately into unwise policies of expansion and contraction, thus 
increasing the amplitude of the swings of the business cycle. 

In the words of his own summary of the article: 

The ‘greatest portion of industrial inventories is analogous to water in 
the pipes of the economic production system. They cannot be drawn off 
and consumed without stopping the operations of the system. An increase 
in the prices'at which these inventories are valued produces an apparent 
profit, but this gain is fictitious and unexpendable; it could not be con- 
verted into cash without liquidating the inventories. Such a profit is, in 
effect, an unrealised (and in practice largely unrealisable) capital gain, 
yet it has been treated by most accountants, statisticians, and economists 
as current income—even as a part of our national income. 

It is a comparatively easy matter to eliminate unrealised inventory gains 
and losses from statements of business income, but the methods for accom- 
plishing this have not received any general acceptance. Business men 
make their decisions as though fictitious inventory gains (amounting in 
some years to several billions of dollars) were expendable; and the effect 
of this misunderstanding is to aggravate the cyclical fluctuations of business. 
The elimination of fictitious inventory gains and losses from current 
income statements would be an important contribution toward moderating 
cyclical extremes. 

The analogy of the water in the pipes and the reference to inven- 
tory profits as unrealised capital gains suggest one further com- 
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ment regarding an accepted accounting convention which should 
be made before this article closes. By common consent, stocks on 
hand are classified by accountants as current assets, though McKin- 
sey and Meech, in Financing the Operations of a Business, have 
drawn a distinction between the vested assets of a business (in 
which they include normal stocks and book debts) and the addi- 
tional working capital represented by abnormal stocks and book 
debts. 

The idea that the basic minimum stock is, in fact, akin to a fixed 
asset is implied in the base stock method of valuation. Indeed, 
Maurice E. Peloubet squarely faced this suggestion in reply to a 
question asked during the discussion of his paper at the N.A.C.A. 
Conference in 1936, when he said :® 

Unfortunately we work under certain conventions in, accounting which we 
cannot change. Now under those conventions, any inventory is a current 
asset. As a matter of fact, and as a matter of principle, I think there is 
no doubt that the normal stock is a fixed asset. . . I would like to see the 
convention changed. I would like to see normal stocks taken as a fixed 
asset, but I do not think the time is right to do it now. We have years 
and years of education before us before that would be recognised. 

Could one have a clearer demonstration of the need for keeping 
an open mind regarding the general applicability of time-honoured 
conventions in accounting? 





Articles in Overseas Journals 


The Accountant 

June 4, 1938: Leading Article on Company Flotation: Remu- 
neration of Issuing Houses: Money Costs of the Currency 
Problem, by Professor J. H. Jones: Soviet Accounting— 
a Comparison, an address by W. Braithwaite: Accounting and 
Planning in the U.S.S.R., an address by J. Miller. 

June 11, 1938: Unemployment, by Professor J. H. Jones. 

June 18, 1938: Leading Article on Purchases and Sales Between 
a Company and Its Directors: Cash Discounts and Overdrafts : 
A Mechanised System of Sales Accounting for Breweries, by 
G. S. Hamilton. 


June 25, 1938: Leading Article on Apportionment on Death of 
Tenant for Life, comments on the case /n re Firth’s Estate, 
Sykes and Lacey v. Hall, in which the whole line of cases on 
this question was considered, with the result, in the words of 
the article, that “the situation, therefore, appears to us to 
have reverted to the status quo, namely, that no apportionment 
is to be made on a sale cum. div. by trustees (the same rule 
applying to an appropriation), although, in the face of a claim 
by a party who feels himself aggrieved, they are at liberty to 


6. N.A.C.A. Year Book, 1936. Page 188. 
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go to the Court for directions, unless, indeed, the other party 
himself makes an application to the Court”: Machine Rates, a 
paper by William Bell: Consolidated Balance Sheets, by C. H. 
Aveyard. 


The Journal of Accountancy 
July, 1938: Relation of Costs to the Determination of Selling 
Prices, by Eric A. Camman. 


The Canadian Chartered Accountant 
July, 1938: Accounting for Returnable Containers, by Charles 
W. Smith: The Auditor’s Report to the Shareholders, a memo- 
randum regardmg a round table discussion at the Annual 
Meeting of The Dominion Association of Chartered 
Accountants. 


The Accountants’ Journal, New Zealand 
July, 1938: Editorial on Protection of Minority Shareholders: 


Voluntary Liquidation, extracts from an address by F. R. S. 
Ashton. 


The Secretary 
June, 1938: Holding of and Voting at Class Meetings: The Gold 
Holding and the Fiduciary Note Issue, by F. Bradshaw 
Makin: The Student’s Dilemma, by Sir Harold Bellman. 





Book Reviews 


System of Bookkeeping for Electricity Supply Authorities. By J. 
Hindman. Gee & Co. (Publishers) Ltd., London, 1938. Pp. 
vii + 136. English price, 8/6. Posted abroad, 9/1. 


While this compilation is entitled A Complete System of Book- 
keeping for Electricity Supply Authorities, the author, as men- 
tioned in his foreword, has set out to outline a complete system 
of stores accounting suitable for electricity supply undertakings 
in England, and, at the same time, make provision for certain 
other activities, such as wages, hire purchase, hire accounts, con- 
sumers’ accounts, and supply records. 

The stores accounting procedure is comprehensive, and im- 
presses as being designedly conservative—possibly a commendable 
approach to the phase of industrial accounting most susceptible to 
error. 

This probably accounts for the preference for bound books in 
connection with the treatment for invoices for payment and stores 
issued as against the more elastic unit systems of cards and/or 
forms. 

The author’s disinclination to use loose forms, owing to the 
probability, as he states it, of some being lost or mislaid, does not 
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appeal as an alternative to the undoubted convenience of units for 
segregations or analyses—after all, however, but a matter of choice 
of accounting implements. 

The author emphasises—not unduly—the matter of errors 
arising from varying descriptions of technical items requisitioned 
from store, and suggests, as a corrective, the duplication of the 
requisition by one conversant with the correct nomenclature. Alter- 
natively, however, these errors can be almost completely eliminated 
by the strict use of the stores classification (symbol numbers) on 
all relevant documents. 

Supplementary items, such as showroom stock, spare equipment, 
meters, etc., are taken care of by separate books and forms which 
follow the lines of the general stores procedure. 

Classification.—The classifications of accounts and of materials 
appear to lend themselves to sufficient expansion to comprehend 
the activities of the supply authorities envisaged by the author, and, 
with very little alteration and some amplification, could be adapted 
for quite large undertakings of this nature. 

Wages.—The wages system, while but briefly dealt with, is on 
lines of accepted practice, and based—for larger undertakings— 
on a unit time sheet. 

The method of allocating each employee’s time daily on the 
time sheet, and collecting this information subsequently on an 
analysis form, seems to satisfy the requirement of obtaining labour 
costs of those jobs which form part of an electrical undertaking. 

The system could be adapted to provide for daily balancing of 
“Wages—Costs,” where desired. 

Where acquittances are required for wages, the signature of 
the employee on the actual wages sheet is cumbersome. 

Consumers’ Accounts.—Consumers’ accounts, with the atten- 
dant matters of reading, billing, collecting and subsidiary records, 
have been treated in considerable detail, and the system appears to 
be logical and efficient, and gives due attention to such important 
items as segregation of classes of revenue, periodical analysis of 
revenue, etc. 

H. S. KIvFoy.e. 


The Income Tax Laws of Australia; Service and Supplement, 
Vols. land II. Butterworth & Co. (Australia) Ltd. J. A. L. 
Gunn, Ed. 


“Uniform” Acts and “simplification” notwithstanding, the taxa- 
tion statutes, regulations and case law of Australia present a thorny 
problem even to the taxation specialist, and to the general account- 
ancy practitioner or management accountant the maze would be 
well-nigh impenetrable without some such service as that provided 
by Baldwin & Gunn’s monumental work, The Income Tax Laws 
of Australia. 
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The issue, on August 1, of the fifth instalment of the Service 
and Supplement to the main work, completes the first year’s ser- 
vice. The Supplement is divided into two parts, Vol. I, consisting 
of reports of cases decided since the issue of the main volume, 
and Vol. II of notes, comments and alterations to rates and to the 
regulations under the various Acts. The fact that the service 
has been compiled under the editorship of Mr. J. A. L. Gunn will 
be accepted by readers of this Journal at least as a guarantee of the 
value of the service, the clarity of exposition of difficult or obscure 
points, and generally of the meticulous care which has been given 
to this indispensable aid to all concerned in taxation practice. 

Volume II includes the Western Australian uniform Act and 
regulations, and notes thereon, and the regulations under the New 
South Wales Income Tax (Management) Act, the Victorian 
Income Tax (Assessment) Act, the Queensland Income Tax (As- 
sessment) Act, the South Australian Income Tax (Assessment) 
Act, the Tasmanian Land and Income Tax Act, and the New South 
Wales Special Income and Wages Tax (Management) Act. None 
of these was available at the time of publication of the main volume, 
and in themselves they constitute a bulky section. Apart from this, 
however, the extent of the contents of the first year’s contributions 
to Vol. II is surprising, and it emphasises the ever-changing aspects 
of taxation problems in Australia, and the absolute necessity for 
some ready means of reference to the latest sources of information. 

The loose-leaf system used in the service, by which each new 
item of information is automatically indexed under the paragraph 
number used in the main volume, is an admirable method of meet- 
ing this need, and in practice during this first year has shown itself 
to be entirely satisfactory. 

For those who find it essential to consult the text of decisions in 
the numerous cases of importance which have been decided during 
the past year, Vol. I is also extremely valuable. 

Unquestionably, the service is worth many times its cost, and 
indeed no accountant interested in any way in taxation can afford 
to dispense with it. 

A. A. FitzGERALp. 





SUPPLEMENT TO THE SALES Tax Law 1930-35 


The Commissioner of Taxation advises that the 1938 Supple- 
ment to The Sales Tax Law 1930-35 has recently been published, 
and is now available at the office of the Deputy Commissioner of 
Taxation in each State. The price of the publication is 13/6. 

This Supplement makes available a complete consolidation of 
decisions upon the effect of the sales tax law given by the Com- 
missioner of Taxation during the period from August, 1936 (the 
date of publication of The Sales Tax Law 1930-35) to the end of 
March, 1938. 

B 
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Company Law and Secretarial Practice Section 
Edited by J. S. McINNEs, F.1.c.A. 


MEMBERS’ VOLUNTARY LIQUIDATION—SUBSEQUENT COMPULSORY 


LIQUIDATION—REVIEW By CouRT OF REMUNERATION Parp 
TO VOLUNTARY LIQUIDATOR 


On March 31, 1933, Mortimers (London) Ltd. went into volun- 
tary liquidation as a members’ voluntary winding-up, the directors 
having duly filed a statutory declaration to the effect that they had 
made a full inquiry into the affairs of the company, and that, having 
so done, they had formed the opinion that the company would be 
able to pay its debts in full within a period, not exceeding twelve 
months, from the commencement of the winding-up, as required by 
S. 230 of the English Companies Act of 1929. 

S. 232 provides that, in such a liquidation, the remuneration 
to be paid to the liquidator may be fixed by the company in general 
meeting, and at a general meeting held on December 21, 1933, the 
remuneration of the voluntary liquidator was fixed by the share- 
holders at £550, and that sum had been paid. 

The company was, in fact, hopelessly insolvent, and on January 9, 
1934, the liquidator paid the creditors a first and final dividend of 
6d. in the £. (This is a striking illustration of the manner in 
which S. 230 of the Companies Act is abused. It may be men- 
tioned that the company went into liquidation as a members’ volun- 
tary winding-up by passing an extraordinary resolution to the 
effect that the company could not, by reason of its liabilities, con- 
tinue its business, and that it was advisable to wind up—S. 225 
(1) (c)). 

On January 29, 1934, an order for the compulsory winding-up 
of the company was made on the petition of a creditor, and a com- 
pulsory liquidator was appointed. 

The compulsory liquidator requested the voluntary liquidator to 
submit his account to be passed by the Court, and to apply to the 
Court to fix his remuneration under R. 192, Sub-R. 1, of the 
Companies (Winding-up) Rules, 1929. This rule provides: “The 
assets of a company in a winding-up by the Court remaining after 
payment of the fees and expenses properly incurred in preserving, 
realising or getting in the assets, including where the company has 
previously commenced to be wound up voluntarily such remunera- 
tion, costs, and expenses as the Court may allow to a liquidator 
appointed in such voluntary winding-up shall, subject to any order 
of the Court .... be liable to the following payments. . . .” 

In reply, the voluntary liquidator claimed that the proceedings in 
the voluntary liquidation, including the fixing of his remuneration, 
were to be deemed as having been validly taken under S. 175 of the 
Act, and, therefore, no question arose of his remuneration being 
fixed, or of his account being passed by the Court; the voluntary 
winding-up had proceeded to its end, and the remuneration was, 
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therefore, properly fixed at the general meeting held in pursuance 
of S. 232. 

S. 175 provides: “(1) Where before the presentation of a peti- 
tion for the winding-up of a company by the Court a resolution has 
been passed by the company for voluntary winding-up, the winding- 
up of the company shall be deemed to have commenced at the 
time of the passing of the resolution, and unless the Court, on 
proof of fraud or mistake, thinks fit otherwise to direct, all pro- 
ceedings taken in the voluntary winding-up shall be deemed to 
have been validly taken.” 

The compulsory liquidator applied to the Court for an order 
fixing the remuneration of the voluntary liquidator. 

In the course of his judgment, Mr. Justice Bennett said that the 
question whether there was a right to have the remuneration voted 
to the voluntary liquidator by shareholders reviewed, depended upon 
S. 175 and rule 192. In a members’ voluntary liquidation, the 
remuneration of the liquidator might be fixed by the company in 
general meeting, that is, upon the footing that the remuneration to 
be paid was to be paid out of the moneys to which those who fixed 
the remuneration were entitled. In a creditors’ voluntary: liquidation, 
a liquidation which proceeded upon the footing that there would 
be nothing for the members, and that the creditors were the per- 
sons interested in the assets, the remuneration of the liquidator was 
fixed, under S. 241, by the committee of inspection, or, if there 
was no such committee, by the creditors. The present liquidation 
was neither a members’ voluntary liquidation nor a creditors’ 
voluntary liquidation. It had become, as the result of the winding- 
up order, a compulsory liquidation, and the distribution of assets 
in such a winding-up was fixed by rule 192, a rule which had 
statutory force under S. 305 of the Act. 

It had been argued on behalf of the voluntary liquidator that the 
Court had no power to review the remuneration voted to him 
by the members, because the voting of remuneration to him by the 
members of the company was a proceeding taken in the voluntary 
winding-up, it had not been proved that there was any fraud or 
mistake in connection with that proceeding, and there was no incon- 
sistency between the language of S. 175 and the provisions of R. 192, 
the argument being that the reference to the remuneration to be 
paid to a liquidator in a voluntary liquidation in R. 192 only applied 
in a case where, when the compulsory liquidation superseded the 
voluntary liquidation, there had been no assignment to the volun- 
tary liquidator either by the creditors or shareholders of any 
remuneration. His Lordship did not take that view of the con- 
struction of the rule and the section put together. They had to be 
read together, and, so reading them, the language was wide enough 
to enable the Court, where a voluntary liquidation had been super- 
seded by a compulsory order, to review the remuneration voted to 
the voluntary liquidator, whether by the members, the committee 
of inspection, or the creditors. 
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The compulsory liquidator was entitled to have the remuneration 
voted to the voluntary liquidator by the members of the company 
reviewed by the Court, and if it was found that the voluntary 
liquidator had been overpaid he must repay the excess. His Lord- 
ship referred it to the Registrar of the Court to fix the remuneration 
properly payable to the voluntary liquidator. 

In re tatameaed aumerens Limited (ee), Ch. =. 


Eng., S. 175: See Q., S 180: s. A., S. 202; N. SW. S. 216. 

Eng., S. 225 (1) (c): See Q S S. 231 (1) (c);S.A., S. 242 (1) 
(c); N.S.W., S. 260 (1). (oe 

Eng., S. 230: See Q., S. 236; , 8. 247; N.S.W., S. 265. 

Eng., S. 232: See Q., S. 238 ; 4 “~ S. 249; N S.W., S. 267. 

Eng., S. 241: See Q., S. 247; S.A., S. 258; N.S.W., S. 276. 

Eng., S. 305: See Q., Ss. 301 and 384; S.A., cf. S. 372; 
N.S.W., cf. S. 380. 

The New South Wales Act has a special section, S. 311, provid- 
ing for “Review of Liquidator’s Remuneration,” which does not 
appear in any other Act. That section, which is new, reads as 
follows: 

“Any member, creditor, or the liquidator of a company may 
apply to the Court to review the amount of the remuneration of the 
liquidator fixed pursuant to Section 267 to Section 268, or to Sec- 
tion 276, and the decision of the Court shall be final and conclusive.” 

Section 267 deals with the remuneration of the liquidator in a 
members’ voluntary winding-up; S. 268 deals with the remunera- 
tion of a liquidator appointed to fill a vacancy in a members’ volun- 
tary winding-up; and S. 276 deals with the remuneration of a 
liquidator in a creditors’ voluntary winding-up. 

The words in Rule 192 (1) italicised above are new. They have 
been adopted in the Winding-up Rules made under the Queens- 
land Act of 1931 (R. 175), and the New Zealand Act of 1934 
(R. 165). 


TABLE A AND THE BorROWING Powers oF A COMPANY 

A very unsatisfactory clause in Table A of the English Act of 
1929—clause 69—provides that “The amount for the time being 
remaining undischarged of moneys borrowed or raised by the 
directors for the purposes of the company (otherwise than by the 
issue of share capital) shall not at any time exceed the issued share 
capital of the company without the sanction of the company in 
general meeting.” 

The clause appears verbatim in Table A of the Victorian Act 
of 1928, the Queensland Act of 1931, the South Australian Act 
of 1934, and the New South Wales Act of 1936. 


The English and Australian Companies Acts do not impose any 
limit on the amount which may be borrowed by a company, but the 
memorandum or articles of a company sometimes impose a limit. 
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The practice of imposing a limit appears to have arisen in England 
as the result of a requirement of the Stock Exchange, London, that 
the articles of association of any company whose shares, etc., are 
to be quoted on Change must provide that “the borrowing powers 
of the Board are limited to a reasonable amount.” 

To comply with this requirement, it is not unusual for the articles 
of such companies to limit the amount borrowed by the company, 
and outstanding at any time, to a sum not exceeding the amount of 
(1) the nominal capital, or (2) the subscribed capital, or (3) the 
paid-up capital, of the company for the time being, or (4) a fixed 
sum. In Australia it is not the practice to put any limit on the 
borrowing powers of a company, and our own experience has 
proved that, from a business point of view, it is very advisable for 
a company to have unlimited and unfettered borrowing powers. 

Despite the fact that persons advancing money to a company in 
good faith and without knowledge that the directors of the com- 
pany are exceeding their borrowing powers under such an article 
may acquire good claims against the company, the clause in Table A 
cannot be regarded as other than a dangerous one, particularly with 
small private or proprietary companies, and in all cases where 
Table A is adopted it is very advisable to delete this clause. 


PoweER oF COMPANY TO Pay INTEREST OuT oF CAPITAL 


In the issue of this Journal for October, 1937, pages 166, et seq., 
we dealt in detail with the provisions of S. 157 of the New South 
Wales Act, which sets out the conditions on which a company may 
pay “interest” on its shares out of capital. The English Act re- 
quires the sanction of the Board of Trade to the payment; the 
Queensland Act requires the sanction of the Crown Law Officer ; 
and the Victorian Act, the sanction of the Attorney-General. The 
South Australian, New South Wales and New Zealand Acts re- 
quire the sanction of the Court. 

In that article we gave a digest of the New Zealand case of Jn re 
Hume (Cobb River) Electric Power Co. Ltd. (1936), N.Z.L.R. 
946, then recently decided by Mr. Justice Northcroft. The com- 
pany in that case appealed to the Court of Appeal, and that Court 
reversed the judgment of Northcroft J. As the principle of the 
decision is applicable to the South Australian and New South 
Wales Acts, we report the case fully hereunder. The provisions 
of the New South Wales Act, S. 157, and the sections in the 
various State Acts are set out on p. 166 of the issue of the Journal 
referred to above. The New Zealand section is 66. 

Hume (Cobb River) Electric Power Co. Ltd. had been formed 
for the purpose of constructing and operating a plant to generate 
electricity by water power, and shortly before the matter first came 
before the Court—October, 1936—had issued a prospectus inviting 
the public to subscribe the capital necessary for the undertaking. 
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It was contemplated that the work of constructing the plant would 
not be completed and rendered profitable before August, 1938. 

The prospectus stated that tne company required £373,500 to 
carry out its scheme. Of this sum £250,000 was to be provided 
from debentures, and the balance from the 150,000 contributing 
shares of £1 each offered to the public by the prospectus. 

By article 127 (a) of the company’s articles: 

“The directors may, with the previous sanction of the Supreme 
Court, and for such period as may be determined by the Supreme 
Court, and subject to the other requirements of Section 66 of The 
Companies Act, 1933, pay interest at such rate, not exceeding five 
per cent. per annum, as the directors shall determine, or at such 
lower rate as may for the time being be prescribed by the Governor- 
General, by Order-in-Council on the amount of capital for the time 
being paid up in respect of any shares issued for the purpose of 
raising money to defray the expenses of the construction of any 
works or buildings, or the provision of any plant which cannot 
be made profitable for a lengthened period, and any interest so paid 
shall be charged to capital as part of the cost of construction of 
such works or buildings or the provision of such plant.” 

This article, which was approved by the Court of Appeal, is 
based on Precedent 201 in the second edition of Butterworth’s 
Encyclopaedia of Forms and Precedents. 

The company petitioned the Court to approve of the payment of 
interest out of capital until August, 1938, or such further date as 
might be necessary for the completion of the works, etc., the rate 
of interest not to exceed 5 per cent. per annum on so much of its 
share capital as was for the time being paid up. The petition 
asked the Court to sanction the payment of interest for a period 
“within which the works and plant to be constructed and approved 
by the company are actually completed and provided, and that such 
period extend to the close of the half-year next after the half-year 
during which the works have been actually completed and the plant 
provided.” 

Mr. Justice Northcroft refused to make the order on the ground 
that the petition was premature, as the statute contemplated that 
the sanction of the Court should be given at the time when the com- 
pany proposed to make the payment of interest, and when the pro- 
priety of the proposed payment could be examined in the light of 
events. 

After Northcroft J. had refused to sanction the payment, the 
company created a special class of 18,000 shares of £1 each out of 
the issued ordinary capital, which shall not be entitled to partici- 
pate in payment of interest out of capital. From these shares suffi- 
cient capital would be obtained to pay all preliminary expenses and 
brokerage. Until the completion of the works and plant, all moneys 
received from the issue of ordinary shares, other than the 18,000 
shares referred to, would be devoted to the construction of works 
and buildings and provision of plant. It appears that 5,000 £1 
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fully-paid shares had been issued to Hume Pipe Co. (Aust.) Ltd., 
as promoter’s shares, and the company conceded that interest 
could not be paid on these shares. 


Court of Appeal Sanctions Payment 
On appeal, the Court of Appeal (Myers C.J., Ostler, Smith and 
Fair JJ.) granted the application of the company. The order made 
by the Court of Appeal was as follows: 
“That the company may pay interest at a rate not exceeding 5 


} per cent. per annum on so much of the share capital as is for the 





time being paid up on the 150,000 contributing shares in the com- 
pany, other than the special class of 18,000 identified contributing 
shares created pursuant to the special resolution of the company 
passed on June 27, 1937, for the period ending either (a) with the 
close of the half-year next after the half-year during which the 
works or buildings have been actually completed, or the plant pro- 
vided, as required by S. 66 (1) (d) of the Companies Act 1933; 
or (b) on August 18, 1938, whichever of these dates shall be the 
earlier; and the company may charge the sum so paid by way of 
interest to capital as part of the cost of construction of the work or 
building or the provision of plant.” 

The judgment of the Court of Appeal (delivered by Smith J.) 
made the following points: 

The power conferred by the section is a power to pay interest 
where any shares of a company are issued for the purpose of raising 


' money to defray the expenses of the construction of any works or 


buildings, or the provision of any plant which cannot be made 
profitable for a lengthened period. 

The company must show that the proposed works, buildings and 
plant cannot be made profitable for a lengthened period. (The 
Hume (Cobb River) Company had established this point, and the 
company was undoubtedly the kind of company for whose assist- 
ance the section was enacted). 

The company must show what shares have been issued for the 
express purpose of S. 66. 

The money raised by the issue of such shares may be regarded as 
expended in the provision of solid assets. Unless such shares 
exist, the company cannot pay interest. 

The amount upon which interest may be paid is so much of that 
share capital as is for the time being paid up. 

Interest is payable on the amount paid up for the time being on 
any shares which have been issued for the particular purpose speci- 
fied in the section. It is not payable upon so much of the total 
amount paid up for the time being on all the shares issued for the 
general purposes of the company’s memorandum as may be calcu- 
lated to have been applied to the construction of works and the 
provision of plant. The statute does not contemplate an attempt 
to allocate the company’s expenditure on construction and plant to 
a part of the share capital paid up by each shareholder. 
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The first duty of the Court is to ascertain what are the shares of § 
a company issued for the purpose of raising money to defray the 7 


expenses of construction and the provision of plant which cannot 
be made profitable for a lengthened period. Shares issued for other 


purposes, such as the payment of the preliminary expenses and § 


brokerage, and the provision of working capital, are not of that § 


kind. 

Interest may only be paid if the payment is sanctioned by the 
Court, for such period as may be determined by the Court, and 
subject to the conditions and restrictions of the section. 

The company may apply for the sanction of the Court not only in 


Sites fe aM oe 


sok 


respect of shares which, before the application, have been issued to © 


the subscribers, but also in respect of shares which the company 
would issue in the future. 


NoTIcE OF AN AMENDMENT—WHEN NECESSARY 

A reader writes: 

“At a meeting held in Ballarat recently to form a new sporting 
organisation, an important motion had been amended, and the 
amendment carried. Before the substantive motion was voted on, 
I rose to move an amendment to it, but the chairman refused to 
accept it, because I had ‘failed to give notice of my intention to move 
a further amendment.’ No rules or constitution had been adopted 
by the organisation. 

“Was the chairman’s ruling correct ?” 


The ruling of the chairman was incorrect. It is not necessary 
to give notice of intention to move an amendment or a further 
amendment to a proposed resolution, unless the constitution—rules, 
articles, by-laws, etc.—of the organisation expressly provides for 
such notice to be given. Such a provision is now very rare. In 
the case cited by our correspondent the organisation did not have 
any constitution, and therefore it was not necessary to give notice. 

A number of writers on meetings state that, when it is proposed 
to move a number of amendments to a motion, it is advisable to 
inform the chairman of the meeting of such proposed amendments, 
so that he may arrange them in the order in which he thinks they 
should be moved for the convenience of the meeting, but this is 
purely a matter of convenience and courtesy, and if a person present 
at the meeting wishes to move an amendment or further amend- 
ment, of which notice has not been given to the chairman, he is 
quite within his rights in doing so. 

It is stated in some text-books that, after a motion has been 
amended, a further amendment of the motion prior to the point 
where the amendment has already been made is out of order, but 
in our opinion this statement is quite incorrect. It might be com- 
petent for a meeting to pass a resolution to this effect, but not in the 
case of extraordinary or special resolutions by companies. 
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Provided an amendment is relevant to the motion before the 
meeting, and is within the scope of the business set out in the 
notice convening the meeting, the chairman is bound to put the 
amendment to the meeting. 

If a chairman improperly refuses to accept an amendment, or to 
put it to the meeting, is the resolution thereafter passed ipso facto 
invalid? There does not appear to be any decision on the point. 
All that the decided cases show is that the Court may declare the 
resolution passed to be invalid. 





Budgetary Control in Industry 
By S. J. Divert 


A Lecture to the N.S.W. Division of The Australasian Institute of 
Cost Accountants 


The adoption of a system of Budgetary Control is, to any indus- 
try, no less essential than is the installation of navigation equip- 
ment toa ship. In fact, the Budget should be the compass of the 
Ship of Industry. No marine master would venture from port 
without definite sailing instructions. His proposed voyage is clearly 
charted, he knows exactly where he is going, how long his voyage 
will last, and, furthermore, he has an almost exact estimate of 
how much it is going to cost to get him and his ship to his 
destination. 

Something of the same principle that guides the shipmaster can 
be applied to the Ship of Industry. If every business executive were 
to be asked in July, 1937, to submit an approximation of his balance 
sheet position at June, 1938, how many would be able to give an 
immediate answer? The executive, whose course through the 
financial year has been charted, would produce his Budget. The 
great majority, however, must confess that they are in the position 
of not knowing where they are going or how they are going to get 
there. In fact, they have omitted to install the navigation equip- 
ment in their Ship of Industry. 

And yet, budgetary systems, in an embryo form, are in common 
use in all undertakings. The office boy uses an elementary form of 
Budget when purchasing his supply of postage stamps from petty 
cash. The Purchasing Officer uses a higher form of Budget when 
placing orders for raw materials, and the Production Manager 
must arrange his output to conform to some preconceived pro- 
gramme of sales and stock requirements. 

These are all forms of Budget, although they may not be recog- 
nised as such, and perhaps are undertaken by the officers concerned 
merely as a matter of routine. It is this routine work carried out 
by the Production Manager which provides the basis upon which 
the Control Budget can be built. In order that his department 
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may function efficiently, this officer must endeavour to anticipate 
sales over a given period, and plan his production accordingly. 

The Control Budget must take the same course, since everything 
in industry depends, to a great extent, upon turnover. 

It is not suggested that unlimited turnover must necessarily mean 
unlimited success. In many cases the reverse has happened, and 
the magnitude of the sales, although possibly effected at a reasonable 
profit, has been too great for the financial resources to carry, and 
the result has been bankruptcy. 

The Control Budget must, therefore, be carried to an ultimate 
conclusion, and must be so arranged as to take care of the follow- 
ing business features: 


1. Anticipated sales. 

2. Production to service sales. 
3. Profit required. 

4. Finance requirements. 


Each of these features is of such individual importance that the 
neglect of any one of the four is sufficient to wreck the whole under- 
taking. Let us, therefore, examine briefly each feature separately : 


Anticipated Sales—The whole structure governing the opera- 
tions over any given period must, of necessity, be based on turn- 
over. Factory output, or, in the case of a trading concern, the 
inward purchases, must conform to the volume of anticipated sales, 
which sales must produce sufficient gross profit to cover overhead 
expenditure, provide for taxation and reserves, and leave suffi- 
cient to reimburse capital invested. 

It will be found that a great proportion of the variable expendi- 
ture in any industry is incurred in the effort to ma‘ntain and in- 
crease turnover. The value accruing from such expenditure, 
particularly expenditure such as advertising, commission, sales 
representation, etc., is generally not easily discernible. 

The whole of this expenditure, including production, trade pur- 
chases, selling and advertising must be reimbursed from sales made 
after the expenditure is incurred. 

Unless some effort is made accurately to forecast the sales for a 
given period, the business executive is unable to appropriate and 
control the expenditure to proportions reasonably governed by 
turnover. 


Production—In many industries the programme of production 
is based on requirements governed by certain stipulated stock 
limits. Unfortunately, there are very few industries which do 
not experience certain definite seasonal trade fluctuations. For 
instance, manufacturers of many household goods experience a 
rush of orders in November of each year in anticipation of the 
Christmas rush, with a marked slackening of trade at the end of 
December and beginning of January. 

On the other hand, it is understood that certain industries, such 
as battery manufacturers and traders, experience their busy periods 
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during the winter, when the cold weather finds out the defects in 
the old car battery that we hoped would serve a little longer. 

Unless production is averaged over the year by a definite Budget 
plan, the factory will be working overtime during the rush period, 
and uneconomically during the slack time. 


Profit Required.—Possibly the most important essential in any 
industry is some definite knowledge of the minimum margin re- 
quired between factory cost and selling price. A certain profit 
must be made, and that profit should be sufficient to provide a 
reasonable return on capital, but it is not generally realised that, in 
most industries, the greater danger lies in the attempt to reap too 
much profit. Here again the Control Budget comes to the aid of 
the business executive. 


Financial Requirements.—The success of any industry is largely 
dependent upon the preservation of a properly balanced financial 
structure. The financial capacity of the undertaking may be easily 
overstrained, despite the fact that reasonable profits on sales are 
being maintained. No company can be accused of “over-trading” 
when the financial resources are sufficient, but when the position is 
under-capitalised, and over-trading becomes apparent, many a 
profitable business has been forced into bankruptcy. 

This is another danger which is guarded against only by a 
properly planned Budget. 

It is not proposed to lay down any hard and fast rules to govern 
the preparation of the Budget Control. Each system of Budget 
preparation must be based on a definite method which must con- 
form to the different needs of different industries. The only 
important element common to all industries is the fact that the 
Budget must take care of the profit-earning position and the finan- 
cial capacity, which are in no way directly connected. 

It is proposed to outline a method of Budget preparation and 
review which has been proved to be simple and effective. This 
method calls for nothing more than the preparation of the usual 
Manufacturing, Trading, and Profit and Loss Accounts, covering 
operations based upon the anticipated turnover for the year under 
forecast. This is accompanied by a balance sheet setting out the 
anticipated position of the company at the end of the budgetary 
period. 

The first point of approach is, naturally, the estimate of turnover 
for the year of forecast, and, in most industries, the preparation of 
the sales estimate is handed over to the Sales Department. It will 
be found that this work is the most important part of the Budget 
preparation, as the whole structure, naturally, depends upon the 
Trading Account. Every effort should be made to ensure a full 
and complete detailed survey of the trading position of the com- 
pany. The sales estimate must be prepared to reflect details of 
quantities and selling price of each distinct line handled. It will 
be found that the Sales Department will gather quite a lot of 
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useful information from the preparation of such a statement, quite 
apart from the needs of the Budget. The estimate of sales should be 
checked very carefully against the actual figures reached for at 
least three preceding years. Such a check should throw into relief 
any abnormal increase or decrease in sales volume which may or 
may not be warranted. The extension and addition of the sales 
estimate provides the first figures in the Trading Account, which 
is naturally a credit to sales. 

The next step is the planning of the Production Programme, to 
take care of the estimated turnover, and to provide increases or 
decreases in stocks to ensure efficient service of sales anticipated. 

Any anticipated increase in the volume of anticipated sales may 
mean that the company should carry a greater volume of manufac- 
tured stocks on hand to cope with the increased volume of trade. 

The Departmental Managers are called in, and stock require- 
ments are decided upon. This completes the credit side of the 
Trading Account by the addition of stocks on hand anticipated to 
be held at the end of the Budget period. 

The production plan having been decided, it is a comparatively 
easy matter to build up the estimated Manufacturing Account, 
taking particular care of raw material purchases and stocks. Should 
the manufacturing programme be accelerated, it is quite possible 
that the stocks of raw materials on hand will need to be augmented. 
This feature is then taken care of in the ultimate balance sheet. 

The Departmental Managers are called upon to provide estimates 
of variable factory expenditure, such as wages, repairs, and 
renewals, etc., which are included in the Manufacturing Account. 

Having brought into account the stock figures carried over from 
the previous year, the Budget will now be completed as far as the 
Manufacturing and Trading Accounts. The production pro- 
gramme will give the estimated closing stocks at the end of the 
Budget period, and the gross profit can be calculated and carried to 
Profit and Loss Account. 

Selling expenses can now be appropriated commensurate with 
the volume of anticipated turnover and rate of gross profit. To 
some extent the rate of advertising and other selling expenditure 
should be brought into account when the estimate of sales for the 
Budget period is under preparation. It is in this connection that 
the Budget is of advantage in assisting the determination of the 
amount to be allocated for this expenditure. Should the advertising 
allocation and the sales estimates be viewed together in detail, the 
value or necessity for such expenditure is thrown into strong 
relief. If the Sales Department does not anticipate reasonably in- 
creased sales, then the Advertising Department should justifiably 
be refused an increased expenditure allocation. 

The reserves for depreciation are generally provided in the 
Estimated Manufacturing Accounts, but complete provisions for 
estimated taxation and other reserves must be made in the Profit 
and Loss Account. 
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In all these accounts the expenditure budgeted should be com- 
pared in detail with the actual expenditure over, at least, the last 
three preceding years, in order that any abnormal increases may be 
immediately brought under notice. 

The whole of the estimated Manufacturing, Trading and Profit 
and Loss Accounts cover the estimated profit for the Budget period 
from the point of view of profit-making. 

It is now essential to examine the operations from the financial 
viewpoint. This is done by the preparation of a balance sheet 
estimating the position of the company at the end of the Budget 
period, and after carrying through the operations set out in the 
estimated accounts. It will be found that, generally, the only items 
in the balance sheet other than cash which need much adjustment 
are those dealing with current assets, current liabilities and re- 
serves. Increased turnover will, of necessity, need increases in 
stocks on hand, sundry debtors and sundry creditors, while provi- 
sions for depreciation and other reserves will be added to the 
liabilities. 

The financial capacity of the industry and its ability to make an 
immediate dividend payment can be thus accurately forecasted. 

This will complete the estimated Manufacturing, Trading and 
Profit and Loss Accounts, together with the balance sheet, covering 
anticipated operations for a Budget year. 

Before these accounts can be adopted as the final Budget, the 
anticipated policy of the company will now need to be reviewed, 
possibly in collaboration with the managerial executive. Provi- 
sions will possibly be required for anticipated capital expenditures 
on new plant, fixtures, buildings, etc., and any special expenditure 
on special production and research will be taken into account before 
the final figures are ready for adoption as a Budget. 

Having adopted the Budget, it will be found that the actual 
position throughout the year must be reviewed in comparative 
form with the Budget figures. This can be done by averaging the 
Budget cover each month of the year, and submitting progressive 
Statements reflecting the actual trading position. To give an 
example of this review for, say, five months of the year, the 
accounts would be presented in the following form. The Manufac- 
turing, Trading and Profit and Loss Accounts are presented in 
four columns of figures as follows: 


Column No. 1.—Representing the actual figures set out in the 
Budget for the twelve months of the current year. 

Column No. 2.—Representing the proportionate part of the 
Budget for the five months to be reviewed, which should equal five- 
twelfths of the figures contained in the Budget. 

Column No. 3, being the actual figures for the five months to 
form a comparison with the Budget. 

Column No. 4, being the actual figures for the corresponding 
five months of the previous year, in order to obtain a comparison 
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with these figures, and also the proportionate Budget and the 
actual figures for the current year. 

The presentation of such a statement monthly is of tremendous 
value to the company. The actual turnover effected is imme- 
diately compared with the Budget in total, but beyond this a further 
statement should be prepared setting out the actual detailed quan- 
tities sold in comparison with those estimated by the Sales De- 
partment. 

Expenditure is also kept in check by means of this comparison. 
The value to be obtained from this statement is greatly enhanced 
by the celerity with which the statement is presented. 

It will be found a good practice if this statement is presented as 
soon as possible after the close of the period reviewed. To facili- 
tate the presentation, the expense figures for the five months should 
be estimated in so far as the fifth month is concerned, i.e., the 
actual figures for the four months should be taken, and an average 
represented by one-quarter of those figures should be added in 
order to ccomplete the five months. 

Similarly in following months the actual figures of expenditure 
for the total months reviewed, less one, should be taken with an 
estimated average added for the last month. This will enable the 
accounts to be presented in sufficient time to correct any adverse 
tendency which may be noted. 

In the presentation of these monthly reviews it may be found that 
the estimations included in the Budget are proving inaccurate. The 
position in this regard should then be closely examined, and, if this 
inaccuracy can be expected to continue, the actual Budget should be 
amended to provide for this feature. 

With such a statement the business executive is given a fairly 
accurate forecast of the results anticipated to accrue to the com- 
pany from the year’s operations. He is enabled to arrive at deci- 
sions affecting the trading policy and capital expenditure commit- 
ment of the company with the full knowledge of the financial re- 
sources at his disposal. 

Many difficulties may arise in connection with the Budget pre- 
paration, but the ultimate advantages to be gained are considerable. 





Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


DEPRECIATION OF WINDMILLS 
Advices have been received by our Editor from the Victorian, 
New South Wales, South Australian, Queensland, Western Aus- 
tralian and Tasmanian Commissioners that depreciation is allowed 
for purposes of State income tax in respect of windmills, the rate 
being the same as that allowed by the Commonwealth, viz., 5 per 
cent. 
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New South WatLes Waces Tax 
Bonus Payments 


Advices have been received by the Taxpayers’ Association of New 
South Wales from the New South Wales Commissioner of Taxa- 
tion that the position regarding wages tax on bonuses received by 
employees is as follows : 


(a) In cases where an employee is legally entitled, in terms of 
his service agreement, to a bonus which forms part of his 
remuneration for services rendered, the bonus should be 
allocated over the period when earned, for purposes of cal- 
culating the assessment of wages tax due. 


(b) Where a bonus is paid voluntarily by the employer, and the 
employee has no legal right thereto, it should be treated as 
earned in the week in which it is paid, and added to the other 
earnings of that week, in order that the amount of wages 
tax payable may be determined. 


INTEREST ON MoNEY BorrowepD To Pay DEATH DUTIES 


This subject was dealt with by Mr. R. S. Turner in The Aus- 
tralian Accountant of September, 1937, p. 104. Advices have now 
been received from the Commonwealth Commissioner of Taxation 
that interest paid on money borrowed by the administrators of a 
deceased person’s estate to pay Federal estate duty is an allowable 
deduction in arriving at the net income of the trust estate. 


PAYMENT TO DIRECTOR FOR RETAINING OFFICE 


The respondent, who for many years had been a director of a 
company, notified his fellow-directors of his intention to resign, 
which he was entitled to do under the company’s articles. The 
other directors thereupon wrote asking him not to serve notice of 
resignation, and saying that, in consideration of his not doing so, 
the company would pay him £45,000, and would enter into a formal 
deed to that effect. The company entered into the deed. The 
respondent, who, previous to the execution of the deed, had re- 
ceived a salary of £1,500 a year, agreed to remain as director at 
£400 a year, on the understanding that he would devote less time 
in the future to the company’s business. Held, by the English 
High Court, that the payment of £45,000 being made in considera- 
tion of the respondent remaining a director of the company, con- 
stituted a profit arising from his office as director. Prendergast v. 
Cameron [1938], 2 All E.R. 617. 
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COMMONWEALTH BOARD OF REVIEW 


The seventh volume of decisions of the Commonwealth Taxation 
3oard of Review is now available. It contains a full statement of 
the facts of each case, and the grounds on which it was decided. 

The Board hears objections to Commonwealth income tax assess- 
ments, and for this purpose sits in the various States. There are 
fifty-one decisions summarised in the volume under notice, and a 
special section is devoted to cases turning on the question of allow- 
ances in respect of remuneration to company directors. These deci- 
sions will be summarised in a subsequent issue of the Journal. 

The publication also deals with claims for reniission of penalties, 
and for deductions in respect of losses arising in various ways, €.g., 
bad debts, defalcations, compensation for injuries, together with 
losses in betting and racing activities. There are also cases relating 
to income earned abroad, partnerships of several kinds, trust estates, 
distribution of profits by private companies, etc. 

The subjects covered by this volume are of particular interest 
to business men, accountants, and taxation specialists, because many 
aspects of Commonwealth income tax law are touched upon. 
Indeed, the decisions of the Board of Review constitute a valuable 
guide to the meaning of an exceedingly intricate Act. Copies of 
the publication are obtainable at the Taxation Department. 


Source oF INCOME 


A contract of treaty re-insurance was made in England between 
an insurance company carrying on business in Victoria and a re- 
insurance company incorporated in the United Kingdom which 
had no representative in Victoria, and was not registered as a 
foreign company there. The contract provided that when the Vic- 
torian company effected an insurance the re-insurer re-insured it 
in respect of such insurance in the proportion of two-thirds of the 
risk so accepted, receiving two-thirds of the premium. The Vic- 
torian company was allowed a commission in reduction of the pre- 
miums payable by it to the re-insurer, together with a further com- 
mission on the net annual profits of the whole business. The 
contract provided for the payment of the re-insurer’s share of 
premiums less claims paid and commission into the re-insurer’s 
bank account in Melbourne, over which the Victorian company had 
no control. Held by the High Court that the profits of the re- 
insurer were not earned or derived in or from Victoria, and were 
not taxable under S. 42 of the previous Victorian Act. Tariff 
Re-insurance Ltd. v. C. of T. (Vic.) (1938), 1 A.I.T.R. 280. 

“Tn this case the contract for re-insurance was made in England, 
and that fact is an important element in the determination of the 
question which arises. Further, the profits were derived from that 
contract, and were not derived from insurance operations in Vic- 
toria of the Victorian company. These operations doubtless pro- 
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vided the moneys with which the Victorian company paid its debts 
to the English company, but that fact does not bring about the 
result that profits are derived by the English company from Vic- 
toria. If the contrary view were taken, income would be derived 
from Victoria by every person in other countries who sold goods 
to persons who paid for the goods with moneys earned in or 
derived from Victoria (cf. Ferguson J. in Sirsmith v. C. of T. 
(1928), 28 S.R. (N.S.W.), 456, at p. 468,” per Latham C.J. at 
p. 284. “To my mind the source of the re-insurance income is the 
contract constituting the re-insurance treaty made in London in 
the ordinary course of a business carried on in London,” per 
Rich J. at p. 286. “Nothing in the present case was done in Vic- 
toria by the appellant, and nothing was done there on its behalf 
except the receipt by the bank of moneys paid to its account. The 
transaction out of which the receipts taxed as income arose was 
the acceptance in London of a re-insurance treaty negotiated in 
London as an ordinary incident of a re-insurance business there 
carried on,” per Dixon J. at p. 292. 

“We are frequently told, on the authority of judgments of this 
Court, that such a question is ‘a hard, practical matter of fact.’ This 
means, I suppose, that every case must be decided on its own cir- 
cumstances, and that screens, pretexts, devices and other unreali- 
ties, however fair may be the legal appearance which on first sight 
they bear, are not to stand in the way of the Court charged with 
the duty of deciding these questions. But it does not mean that 
the question is one for a jury, or that it is one for economists set 
free to disregard every legal relation and penetrate into the re- 
cesses of the causation of financial results, nor does it mean that 
the Court is to treat contracts, agreements and other acts, matters 
and things existing in the law as having no significance,” per 
Rich J., at p. 286. 

Under the present Commonwealth and State Acts, the profit 
derived by a non-resident from re-insurance premiums is assess- 
able, but the above case remains of interest as an illustration of the 
source of income. 





INCOME TAX IN NORTHERN TERRITORY 


On June 9, 1938, Mr. Blain, M.H.R., pointed out in the House of 
Representatives that S. 23 of the Commonwealth Income Tax 
Assessment Act exempts income from primary production in the 
Northern Territory by a resident of that Territory until June, 1937, 
only. Mr. Blain asked the Treasurer whether it was proposed to 
continue the concession. The Treasurer (Mr. Casey) informed 
the House that the Government had decided to renew, in the first 
place for another twelve months, the concession which had been 
granted heretofore. 


c 
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DEPRECIATION OF DAMS AND TANKS 

The following letter has been received from Mr. W. B. Crang, 
Jnr., of Wentworth, N.S.W.: 

“Possibly throughout the Western Division of New South Wales, 
and certainly in the south-west corner of the State, the terms 
‘tank’ and ‘dam’ are synonymous, the former term being now used 
most frequently to describe the excavation—varying in size from 
1,000 cubic yards to 40,000 cubic yards—made in a suitable catch- 
ment area to conserve water, generally for stock use. The term 
‘dam’ was used when, some forty years ago, the first excavation 
was made by means of a pick, shovel and wheelbarrow brigade, 
but ‘tank’ is the word generally used now, or, by the more tech- 
nical, ‘excavated tank.’ 

“Perhaps the taxpayer is the best judge of the Commissioner’s 
decision in no longer allowing depreciation of tanks. Among pas- 
toralists, even the bitterest enemy of the Taxation Department 
will admit that there is no diminution in value of an excavated tank 
which is cleaned regularly. Cleaning—or dredging—is, of course, 
an allowable deduction under the heading of ‘Repairs,’ and is so 
important that it cannot be neglected, even to prove the Commis- 
sioner wrong in denying the possibility of depreciation of this 
improvement. 

“On the other hand, an excavated tank will frequently appreciate 
in value, as poor holding ground generally improves after the tank 
has been in use a few years. 

“In an exceptional case, where depreciation of a tank could be 
proved, the Commissioner would probably consider the individual 
case on its merits.” 





Taxation Question Box 


MINING COMPANIES 
Question: 

E.G.C. (N.S.W.) asks :— 

Will you kindly advise me through The Australian Accountant 
whether a no liability mining company is entitled to deduct losses 
from previous years under Section 80, Commonwealth Act, and 
Section 90, New South Wales Act, in the following circumstances: 

A no liability mining company commenced mining (low-value 
mineral), and the first year of operations was largely in the nature 
of an experiment, and resulted in a substantial loss, which was 
debited to Mining Account. 

In addition, most of the plant had to be scrapped at the end of the 
first year, and new plant constructed to give a more efficient treat- 
ment to crude material. The loss on this plant was written off to 
Mining Account. 

In the second year the company made a large profit. 

Could you advise: (a) Whether the loss on plant is an allow- 
able deduction from the second year’s profit; (b) whether the 
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trading loss is an allowable deduction; (c) also whether the deduc- 
tions apply to New South Wales special tax? 


Answer : 

1. The company is entitled, for Commonwealth purposes, to a 
deduction under either S. 122 or S. 123 of the Commonwealth 
Income Tax Assessment Act, 1936-37. That is to say, the com- 
pany may, under S. 122, claim a sinking fund deduction of the 


| capital expended by it on the initial plant and the development of 


the mining property during the first year of operations. This is 
apparently preferable to the alternative claim under S. 123, which 
provides for a deduction of assessable income expended or appro- 
priated for development and new plant. In the present case, it 
would appear that the new plant was bought out of capital, and not 
out of assessable income. Assuming that the company claims a 
sinking fund deduction under S. 122, and that this and other 
allowable deductions for the first year of income result in a loss 
for that year, the company is entitled, under S. 80 of the Com- 
monwealth Act, to carry forward that loss as a deduction from its 
assessable income of the second income year. The company will, 
under S. 122, also obtain a sinking fund deduction against the 
assessable income of the second year calculated in accordance with 
S. 122. 

2. Section 87 of the New South Wales Income Tax (Manage- 
ment) Act, 1936, provides for a deduction of expenditure, incurred 
during the year of income by any taxpayer carrying on mining 
operations in New South Wales, for labour and materials employed 
in sinking shafts in a producing mine. The company is also 
entitled to depreciation in respect of plant. In the first year, the 
company will, for purposes of ordinary State income tax, be entitled 
to a deduction of the loss sustained by it on scrapping the initial 
plant, and also for any labour and materials employed in sinking 
shafts, as it is presumed that, although the company sustained a 
trading loss, it was a “producing mine,” however little the produc- 
tion for the year might have been. The company is entitled, for 
purposes of ordinary State income tax, to carry forward any 
“loss,” as a result of these deductions, against its assessable income 
derived in the second year, S. 90. 

3. The income tax schedule of the first year, for New South 
Wales special income tax purposes, will be the same as that for 
ordinary State income tax purposes, but the resultant loss cannot, 
for special income tax purposes, be carried forward as a deduction 
against assessable income derived during the second year. 





AMENDMENT OF ASSESSMENTS, QUEENSLAND ACT 
Question: 


R.H.L. (Queensland) states: 
Section 37 of the Queensland Income Tax Assessment Act, 
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1922/34, provides, inter alia, that an alteration or addition to an 
assessment may be made: 

1. At any time where the Commissioner is of the opinion that 
there has been an avoidance of tax which was due to fraud or 
evasion, or also, 

2. Within six years from the date when the tax payable on the 
assessment was originally due and payable, where the Commis- 
sioner is of the opinion that there has been an avoidance of tax in 
the assessment owing to the failure or omission of the taxpayer to 
keep books, etc., from which the income of the taxpayer might 
reasonably be ascertained, and that the avoidance was not due to 
fraud or evasion. 

The 1936 Queensland Act does not contain any similar pro- 
vision, and I would like to know whether an objection could be 
made to the amended assessment based, say, on the year ended 
June 30, 1926, and issued in 1938. 


Answer: 

Under the present Act, the Queensland Commissioner may at 
any time amend an assessment by making such alterations therein 
or additions thereto as he thinks necessary (S. 46 (12) (a)), except 
where the taxpayer has made to the Commissioner a full and true 
disclosure of all the material facts necessary for his assessment 
(S. 46 (12) (b)). If such full and true disclosure has been made, 
and an assessment is made after that disclosure, no amendment of 
the assessment increasing the liability of the taxpayer in any par- 
ticular shall be made, except to correct an error in calculation or a 
mistake of fact, and no such amendment shall be made after the 
expiration of three years from the date upon which the tax became 
due and payable under that assessment (S. 46 (12) (b)). 





Additional (Penalty) Tax 


By A. AGNEW, .A.F.I.A. 


In Penrose v. Federal Commissioner of Taxation (1931), 45 
C.L.R. 263, Mr. Justice Starke held that S. 67 of the Federal Act 
of 1922-1930 (which corresponds with S. 68 of the N.S.W. Income 
Tax (Management) Act, 1928), contemplates and predicates the 
tax assessed upon a taxpayer’s return which is less than the amount 
properly payable, and does not authorise the calculation of the 
additional tax on the difference between the return as lodged and 
adjusted by the Commissioner and the return of income made by 
the taxpayer. 

The two sections were intended to empower the Commissioners 
to impose a penalty in respect of omitted income, such penalty to be 
“the amount of one pound or double the amount of the difference 
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between the tax properly payable and the tax assessed upon the 
basis of the return lodged, whichever is the greater.” 

In effect, Starke J. held that the section predicated an assess- 
ment of tax based on the return lodged, and an assessment of tax 
properly payable, and seeing that in Penrose’s case this was not 
done, the section could not be applied. His Honour followed this 
decision in Richardson v. Federal Commissioner of Taxation 
(1932), 48 C.L.R. 192. The effect of the decision was nullified by 
No. 76 of 1932, S. 11, which provided that the difference for penal 
purposes was to be between the amount properly payable and the 
amount of tax previously assessed to be paid by the taxpayer, or, 
if no amount of tax has previously been assessed, the amount of tax 
that would be payable by him if he were assessed for tax upon the 
basis of the return furnished by him. Incidentally, the section in 
the New South Wales Act was not amended till the 1936 Act 
became law. 

In the appeal to the Supreme Court, N.S.W., of Opit v. Commis- 
sioner of Taxation, Penrose’s decision was followed, and it was held 
that the taxpayer could not be made liable for the penalty provided 
by S. 68, N.S.W. Income Tax (Management) Act, 1938. 

The facts were that the appellant taxpayer was not issued with a 
notice of assessment on the basis of the return lodged, although a 
computation on this basis was made in the office of the Com- 
missioner. 

Counsel for the appellant claimed that there should have been a 
formal assessment based on the return as lodged—an assessment 
of income and of tax, and of which notification should have been 
given to the taxpayer before the section could apply. 

Counsel for the Commissioner submitted that an assessment is 
in effect a computation, and did not predicate a notification of 
assessment. 

The Commissioner appealed to the High Court of Australia, and 
his appeal was allowed (A.L.J., Vol. 12, page 31). 

Latham C.J. stated that the words of S. 68 were prima facie 
capable of meaning: 


(1) The amount of tax which would be payable if the taxpayer 
were assessed upon the basis of the return lodged, or, 


(2) The amount of tax which had actually been assessed to the 
taxpayer upon the basis of the return lodged. 


In his Honour’s opinion, the interpretation of the words as requir- 
ing only the calculation of tax upon the basis of the return lodged 
was to be preferred, and the application of the section required 
only the calculation of the amount of tax. Although the report does 
not indicate it in so many words, it would seem that his Honour 
concurred in Mr. Justice Isaacs’ dicta in Hooper’s Case: The King 
v. D.F.C. of T. (S.A.), Ex parte Hooper (37 C.L.R. 368, at page 
373). The learned Judge in that case described an assessment 
thus: “An ‘assessment’ is not a piece of paper ; it is an official act 
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or operation; it is the Commissioner’s ascertainment . . . . of the 
amount of tax chargeable to a given taxpayer.” 

It would seem, however, that the decision that a taxation sec- 
tion was capable of two meanings militates against what has been 
regarded as fairly settled law. Street J., in re Chalmers, 13 S.R., 
711, page 721, says: “This is a taxing Act, and if a case is not 
brought clearly and unambiguously within the scope of its provi- 
sions we are not entitled to depart from a strict construction of the 
language used in order to close what may appear to us to be an 
overlooked loophole.” 

It is difficult to make the words of the section “tax assessed upon 
the basis of the return lodged” mean also “tax if assessed upon the 
basis of the return lodged.” The insertion of the word “if” into 
the section by the Court would seem to be contrary to the generally 
accepted criteria governing the interpretation of taxation sections. 

In concurring with the Chief Justice, Dixon J. said that the inter- 
pretation relied on by the appellant (Penrose’s decision) brought 
about an artificial result, but it is submitted with great respect that 
the result of the application of the section cannot alter the law as 
provided for by the section. The language of the section must be 
construed strictly, even though such construction provides “an over- 
looked loophole” or that great hardship will result. 





Taxation of Co-operative Dairy Associations in 
Queensland 
By H. C. Downs, F.F.1.A., A.1.1.S. 


For many years the primary industries of this State have enjoyed 
many valuable legislative privileges in the administration and regu- 
lation of the production and marketing of their products. I feel 
that it is safe to claim that Queensland is the foremost State in the 
Commonwealth, and probably in the world, in legislative measures 
designed to protect its primary producers, with the result that most 
industries are co-operatively constituted, and are operating with 
the assistance and protection of such legislation. 

These concessions extend to the field of taxation, but apply 
rather to the producers’ organisations than to individual farmers. 
It is very noticeable, however, that, while the measures pro- 
vided by State legislation were contemplated as the means of 
relieving primary co-operative organisations of the burden of 
taxation, very few dairy associations have taken advantage of 
the protection thus afforded, and large sums are being paid 
annually in taxation. There are, no doubt, various reasons 
for what at first might appear to be neglect or ignorance 
on the part of those responsible for the administration of the 
affairs of such organisations, but it would appear that the chief 
problem is the “dry” or non-supplying shareholder. Most dairy 
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factories were originally controlled by limited liability companies, 
constituted under the Joint Stock Companies’ Acts then in force. 
Shares in such companies were subscribed by the public generally, 
not necessarily as an investment, but for the purpose of advancing 
the interests of the local town or district by assisting in the estab- 
lishment of a factory at that centre. This at the outset involved a 
percentage of non-supplying shareholders. The percentage in- 
creased from year to year, as other shareholders ceased to be sup- 
pliers and did not relinquish their shareholding. 

In 1923 The Primary Producers’ Co-operative Associations Act 
was placed on the Queensland Statutes, and it was not long before 
most dairy companies sought registration thereunder. Originally 
this Act required that at least two-thirds of the number of shares 
and of the voting power be held by persons who were producers 
and suppliers, but in 1926 this ratio was reduced to three-fifths. It 
is safe to assume that at the commencement of the Act very few 
associations, if any, were able to comply with this provision, but in 
such instances the power vested in the Governor-in-Council to 
grant exemptions was used, and provisional certificates were issued. 
There are dairy associations in Queensland to-day still dependent 
on provisional registration. 

Section 8 of Part 11 of the Co-operative Associations Acts pro- 
vides means of overcoming the problem of non-supplying mem- 
bers. Where mutual agreement at a lower figure is not possible, 
this involves the redemption of such shares at the paid-up value, 
plus interest at 5 per centum, calculated from the close of the pre- 
vious financial year to the date of surrender. It will be appreciated 
that to place such associations on a purely co-operative basis, by 
which I mean that shares are held only by bona-fide producing 
suppliers, the amount of capital required to redeem the “dry” 
shares is very considerable. Through competition for supplies, 
coupled with a desire to assist the producers during the years of 
the depression, cream supplies were generally paid for at a rate 
which left little or nothing with which to build up reserves, and the 
capital required is not readily forthcoming. In many instances, 
particularly where large profits are required to finance capital 
expenditure, the cost of taxation is heavy. If it could be avoided 
the amount thus saved would, in a very short time, provide the out- 
lay necessary to redeem the “dry” shares. 

The taxation measures referred to are as follow: 

(a) Income Tax Acts, 1924-1932 (Queensland). Section 9— 

(1) In any case where, for the purpose of ensuring regularity of 
price or for the purpose of distribution amongst its producing 
shareholders, a co-operative company dealing with butter cheese 
bacon fruit or wheat or any other primary products used for 
food purposes, distributes within nine months after the close 
of any income year for which such company makes a return of 
income, any profits made during that year, such company shall 
not be liable to pay income tax on the amount of such profits 
so distributed for such purpose. 

(2) In any case where a Primary Producers’ Co-operative Associa- 

tion or Primary Producers’ Co-operative Federation, registered 
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under “The Primary Producers’ Co-operative Associations Acts, 
1923 to 1926,” distributes (other than as dividends or interest 
on shares), or transfers to a reserve fund to provide deferred 
payments to producing suppliers, within nine months after the 
close of any income year for which such registered Association 
or Federation makes a return of income, any profits made during 
that year, such registered Association or Federation shall not be 
liable to pay income tax on the amount of such profits so distri- 
buted or transferred: 

Provided that if any part of the profits transferred to a reserve 
fund and exempted from income tax by virtue of the foregoing 
provisions of this sub-section is subsequently disposed of other 
than for the purpose of a distribution (not being a distribution 
of dividends or interest on shares), the exemption allowed under 
this section shall be revoked and the company shall be reassessed 
as if such profit so disposed of had not been transferred to a 
reserve fund. 

(3) Provided that nothing contained in this section or any other 
section of this Act shall exempt any shareholder or member from 
the liability to tax on any amounts received by him in cash or 
in shares by way of distribution of profits. 


Note.—This section offers limited relief, but is of benefit only 
when advantage cannot be taken of the provisions of the section 
referred to next hereunder. 

Section 8—The following incomes, revenues, and funds shall be exempt 
from income tax :— 

Sub-section 12.—The profits of any company carrying on busi- 
ness of a co-operative nature whose memorandum and articles 
of association provide that profits shall not be distributed 
amongst the shareholders as dividends, and which company is 
declared to be exempt from income tax by the Governor-in- 
Council. 

Note.—From this it will be seen that, before any action can be 
taken, it is necessary that the memorandum and articles of associa- 
tion (in this case the objects and rules) shall include a rule to the 
effect “that profits shail not be distributed amongst the shareholders 
as dividends.” It would not suffice for any association to agree, 
through its board of directors, not to pay dividends. When the 
necessary rule is registered, application can be made to have the 
association declared to be exempt from income tax by the Governor- 
in-Council. 

The above provisions have been incorporated in the present 
Queensland Act; see S. 40. 


(b) The Income (Unemployment Relief) Tax Act of 1930 (Queensland). 
Section 17—Subject to this Act, the following incomes, revenues and 
funds shall be exempt from Income (Unemployment Relief) Tax:— 

Sub-section 12—The profits of any company carrying on busi- 
ness of a co-operative nature whose memorandum and articles 
of association provide that profits shall not be distributed 
amongst the shareholders as dividends, and which company is 
declared to be exempt from income tax under the Principal Act 
by the Governor-in-Council. 


Note.—From this it will be seen that exemption granted under 
the Income Tax Acts applies similarly in the case of income 
(Unemployment Relief) tax. 
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From what I have set out above, it should be clearly appreciated 
that it is possible for an association to enjoy freedom from the bur- 
dens of State taxation. Where there are a large number of “dry” 
shareholders or members it necessarily follows that the alteration 
of the objects and rules to prohibit the payment of dividends might 
be strenuously opposed, as immediately such a rule is passed “dry” 
shares are virtually valueless. In addition, there is always a pos- 
sibility of a successful appeal to the Supreme Court against an 
alteration of this nature to the rules. For this reason any attempt 
to make the desired alteration must be accompanied by some equit- 
able scheme to redeem the shares of all non-supplying members. 
(c) The Income Tax Assessment Act 1936-1937 (Commonwealth). 


Sections 117 to 120 of the above Act deal with certain limited 
exemptions, but as the sections are rather lengthy I have re- 
frained from quoting them here in full. Reference to the Act 
itself should be made by any interested person. I would suggest 
that, when an association is contemplating an alteration of its rules, 
it may be found expedient to include rules covering the following: 

1. The limitation of the number of shares which may be held by, 

or by and on behalf of, any one member. 

2. Prohibiting the quotation of the shares for sale or purchase 

at any Stock Exchange or in any other public manner. 

In the above comments I have made no attempt to deal with the 
taxation problems of the individual producer. In conclusion, I 
would express the hope that this article will be of some interest to 
managers and secretaries of co-operative dairy associations and 
other persons engaged in the industry, and thus afford those depen- 
dent on the industry for their livelihood some measure of relief 
from the burdens of taxation which they can ill afford. 





The Sales Forecast 
By Tuomas 3. HADLEY, F.C.A.A. 


A Lecture to the N.S.W. Division of The Australasian 
Institute of Cost Accountants 


Every manager should have as a foundation on which to build 


| a complete organisation a well-considered Sales Forecast. This 


forecast must be approached methodically. It must not be a wild 


| guess, such as a 10% increase over the figures of last year. It 
» requires the observance of a procedure which successful manage- 
/ ment has found will give some assurance of relative accuracy. 


Experience has shown that the most methodical approach to a 
Sales Forecast is: 

1. The analysis of past sales performances. 

2. The analysis of the relationship of industrial statistics to 
those of the business itself. 
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3. The examination of the potential market. 

4. The examination of the influence of the company’s future 
policy upon the natural trend of the business. 

5. The continuous observation of the effect of abnormal influ- 
ences on sales tendencies. 

The first examination of sales tendencies may without modifi- 
cation give a complete guide to the probable sales volume. In other 
cases the first conclusions may need adjusting. Economic or politi- 
cal changes, special contracts, the introduction of new lines or new 
departments, or various internal changes in the plant and buildings 
which are not expressed in the records of past periods, may have a 
direct influence. 

Because of the difficulty in the preparation of the Sales Fore- 
cast, it must not be accepted that a good reason is supplied for its 
being avoided. If management hopes to plan efficiently the in- 
numerable functions which are dependent upon the degree of sales 
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activity, or even hopes to stimulate that activity, it must regard a 
Sales Forecast as indispensable. All internal and external 


organisation should be based upon it. 


The Analysis of Past Performances 

An intimate examination of records of past periods will show 
that there is a well-defined seasonal movement which regularly is 
associated with each financial period. This examination will also 
show that over long periods there is a tendency towards a long 
period growth or decline. It may also show that there is a definite 
economic cycle in the industry to which the business belongs which 
covers decline, depression, recovery, and prosperity. The use of 
graphic paper is a valuable aid in this examination, as it tends to 
avoid confusion of thought, which is frequently associated with 
figures. 

In Figure 1 you will see illustrated the seasonal trend of sales for 
two years past. Usually it is desirable to show the data up to at 
least five years. The fine dotted line is one discovered after smooth- 
ing out all abnormalities, and is the probable sales curve before the 
effect of any future influences, both internal or external. You will 
notice that the curves shown are the percentages of increase or 
decrease over the average of monthly sales. Obviously the total of 
the “plusses” should equal the total of the “minusses.” In other 
words, we have a curve indicating the general movement in sales of 
a financial period without attaching any value to the movement, and 
before it is subjected to special influences. 


The Relationship to Trade Statistics 

In developing a Sales Forecast it is important also to know the 
relationship of the figures of the business to those of the industry. 
It is also valuable to have figures of related industries, and to 
observe their movements, as they may have some bearing on those 
of the particular business. 

In Figure 2 there is shown on ratio, or semi-logarithmic paper, 
the sales curve of the business for which the Sales Forecast is being 
prepared. With it you will see a plotting of the figures of the 
industry to which the business belongs. Graphs may be developed 
as well for the figures of the related industries. Moving averages 
should also be introduced into the graphic plotting for the purpose 
of observing the long-period growth or decline. Each business will 
have to decide the data which has the most significance in relation- 
ship to its own activities. 

It will be noticed at the end of the curves that the lines have been 
projected with dots. This is a general indication of the probable 
trend during the next financial period. It may be assumed that 
there will be a natural movement in sales volume corresponding 
with general prosperity or decline. This projection would be done 
after studying trade and financial reports that are constantly being 
issued by industrial and financial bodies. These reports, of course, 
cannot be conclusive, but they have value in strengthening one’s 
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judgment as to probable trends. A reading from the scale on the 
side of the graph at the point to which the line has been projected 
will give the first reading of the probable total sales for the coming 
financial period. 

There may also be shown in graphic form the figures of some 
related industries over many years. It will probably be noticed 
that the curves have cyclical characteristics. The further back these 
figures are taken, the more definite will be the indication of the 
cycles. It may then be found that the business has its own cyclical 
features, which have some correspondence with the movements of 
the related industries. If the wavelike movements are projected 
in a manner corresponding with past movements, there will also 
be an indication of the probable future tendency. 

The study of business cycles requires a mathematical approach, 
and in a ten-minute paper, as this is, the mathematical aspect cannot 
be touched. It is realised, of course, that this study of business 
cycles must introduce a large number of hypothetical discussions, 
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but at the same time it stimulates an intimate examination of ten- 
dencies and of the degree to which outside forces will probably 
have a positive or negative influence. 

In Figure 3 there is first expressed the probable sales curve 
which was developed from the sales statistics shown in Figure 1. 
An examination of market conditions, economic and political influ- 
ences may show that this curve is likely to have some variation 
during the coming financial period, and that adjustments will be 
necessary. The heavy line in Figure 3 shows the revision that has 
been made, but the ultimate effect must be still to make the 
“plusses” equal to the “minusses.” If we refer again to Figure 2, 
and observe the total of the sales according to the projected line, 
we can then apply the twelve “plusses” and “‘minusses” to the aver- 
age, and so determine the monthly forecasts. 


The Potential Market 

In the foregoing paragraphs the graphic examination of sales 
tendencies has been briefly demonstrated. It is necessary to have 
as well a methodical examination of the potential fields in which 
the sales are to be made. This examination of the market will lead 
to the development of territories, the rating of the potential value 
of each territory, and the study of the method in which each should 
be effectively worked. 

The figures compiled from this analysis of the potential market 
must then be compared with the graphic tendencies for the purpose 
of finding contradictions. If, on the one side, the market analysis 
is pessimistic, then a closer examination must be made of each field 
to see why the graphic projections are not supported by the con- 
clusions of the person who has conducted the market analysis. On 
the other hand, if the market analysis be optimistic, then there will 
have to be the study from the angle that the business should not 
provide for internal activity which will probably not materialise. 

This examination of the potential market with the graphic ten- 
dencies should be done with the object of ultimately bringing the 
two into line. It may be found that judgments formed in regard 
to the graphic tendencies will have to be modified, but the two 


‘should be related and adjusted so that ultimately they will 


harmonise. 


The Flexible Factor in the Sales Forecast 

Every Sales Forecast must be subject to continuous observation 
as the financial period progresses. If the forecast appears to be in 
error, then adjustments must immediately be made for the remain- 
ing months of the period. It must also be altered with the occur- 
rence of internal influences of an unusual nature. Economic, indus- 
trial, or political influences may have a disturbing effect. This sug- 
gests that all budgetary control must recognise that there is a 
flexible factor. This flexible factor does not destroy the value of 
Sales Forecasting ; in fact, it improves it. One will see that Sales 
Forecasting is imperative, and the introduction of the flexible 
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factor makes it more reliable, for when one’s business is disturbed 


idea of its ultimate effect upon the final results. 

All the executive reports, as well, must provide for this flexibility, 
and those who have a knowledge of budget procedure will under- | 
stand how this feature is introduced. In practice, however, these 


experience shows, with the numerous budgets that I have prepared § 
for business in different industries, that the abnormal is unusual, § 
and when it does occur one generally has ample time in which to | 
make all the necessary managerial adjustments to meet the changed | 
conditions. 


Conclusion 


arouse some interest in the particular subject. Anyone who has 





HeAanires 


tase dhs DRS Dey aA 


by the occurrence of the abnormal, management should have some @ 


severe variables are not so frequent as one at first may believe. My @ 


This is only a brief survey of Sales Forecasting, but it may 
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| order entered into without notice of any available act of bankruptcy ; 
. 


; done Sales Forecasting will see the need for a methodical approach. 
) Obviously it is not an exact science. Neither is economics. But a 
) knowledge of the subject, as of economics, has great utility in suc- 


4 cessful management. All internal functions, including Purchasing, 


ca > . ° ° 
) Factory Planning, Production Control, Maintenance, Warehousing, 


Stock Turn, can be successfully accomplished only when they are 
interlocked with a well-devised Sales Forecast. 
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Legal Decisions of Interest to Accountants 
; By J. S. McINNEs, F.I.c.A. 


4 BANKRUPTCY—RELATION Back OF TRUSTEE’S TITLE 

| The title of a trustee in bankruptcy relates back to the com- 
} mencement of the bankruptcy for the purpose of determining what 
property forms part of the assets in the bankruptcy liable for pay- 
ment of creditors, etc. Section 37 of the English Act (S. 90 of 
the Commonwealth Act) provides that the bankruptcy of a debtor 
.... Shail be deemed to have relation back to, and to commence at, 
the time of the act of bankruptcy being committed on which a 
receiving order (sequestration order in Commonwealth Act) is 
| made against him; or, if the bankrupt is proved to have committed 


> more acts of bankruptcy than one, to have relation back to, and to 


commence at, the time of the first of the acts of bankruptcy proved 

+ to have been committed by the bankrupt within three months (six 

) months in Commonwealth Act) next preceding the date of the 
presentation of the bankruptcy petition. 

This doctrine of relation back is important, for it authorises the 

trustee to investigate all transactions entered into by the bankrupt 


| during the period between the date of the act of bankruptcy from 


which the bankruptcy commences and the sequestration order. By 
English S. 38 (Commonwealth S. 91) the property of the bankrupt 
divisible amongst his creditors shall (subject to the Act) include, 
inter alia, all property which belongs to or is vested in the bankrupt 
at the commencement of (the) bankruptcy. In Jn re Pollitt, ex 
parte Minor (1893), 1 Q.B. 455, Lord Esher, M.R., said: “The 
title of the trustee in the... . bankruptcy related back to (the) act 
of bankruptcy. What does that mean? The result of the relation 
back is, that all subsequent dealings with the debtor’s property 
must be treated as if the bankruptcy had taken place at the moment 
when the act of bankruptcy was committed .. . . he being a bank- 
rupt, all the money which he then had, and all the money which was 
owing to him, passed to the trustee in the bankruptcy for the pur- 
pose of being distributed by him amongst the bankrupt’s creditors.” 

There are a number of transactions excepted from the sweeping 
provisions of S. 37 (Commonwealth S. 90), and these are known 
as “protected transactions,” viz., transactions between the com- 
mencement of the bankruptcy and the date of the sequestration 


but, subject to the exception of these protected transactions, all 
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dealings by a bankrupt with his property between the commence- 
ment of the bankruptcy and the sequestration order may be 
impeached by the trustee. The protected transactions are set out 
in Sections 96, 96A, 97 and 98 of the Commonwealth Act. 

In this note it is not intended to deal with the doctrine of rela- 
tion back generally, but only with one phase of it, the exception 
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from the doctrine of money paid by a debtor to his solicitor to 7 


resist bankruptcy proceedings against him. This exception is 
judge-made law, and the reason for it is that it is just that a debtor 
should have legal assistance and advice against a bankruptcy peti- 
tion, as a debtor would be practically defenceless if money paid to 
a solicitor for services rendered on such an occasion could after- 
wards be recovered by the trustee. As Clauson J. put it in Jn re 
Pollock, it is not easy, on the Act as it stands, to appreciate the 
justification of this exception, but the practice is well settled, and 
had been accounted for by Lord Esher as being due to dictates of 
humanity. There was a sort of rough common sense which 
appealed to one in allowing the debtor, at the last struggle before 
bankruptcy, to be assisted by legal advisers to see if he could 
avoid it. 

The leading case on the svbject is Re Sinclair, ex parte Payne 
(1885), 15 Q.B.D., 616, in which it was decided that money bona 
fide paid by a debtor to his solicitor for costs and counsel’s fees 
for opposing proceedings in bankruptcy cannot be recovered from 
the solicitor, even though he had notice of the act of bankruptcy. 

In In re Pollitt the debtor consulted a solicitor, to whom he was 
then indebted for £40 costs. The solicitor declined to act further 
unless he was furnished with money to meet future costs, and the 
debtor thereupon handed him £15 for that purpose. The solicitor 
called a creditors’ meeting, and prepared a deed of assignment for 
the benefit of creditors, which the debtor executed. The debtor 
was afterwards adjudicated bankrupt, the act of bankruptcy being 
the execution of the deed of assignment. Prior to the execution of 
the deed the solicitor did work for the debtor of the value of 
£2/16/8. The Court of Appeal held that the solicitor was bound to 
hand over the balance of £12/3/4 to the trustee, and was not 


entitled to apply it as payment for services rendered by him to the 9 
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bankrupt after the completion of the act of bankruptcy (i.e., the 7 


execution of the deed of assignment). The solicitor then claimed 


to set off the £12/3/4 against the £40 owing to him for costs, but 7 


the Court of Appeal held that this could not be done, because the 
money formed part of a sum which had been handed to the soli- 
citor for a specific purpose which had failed, and so must be 
returned. 


Payment to Debtor’s Solicitor to Prosecute Appeal Against 
Sequestration Order—Repayment Ordered 
In many cases it has been stated that the abovementioned excep- 
tion is one which ought not to be extended. The most recent 
attempt to extend the practice is In re Pollock (1936), W.N. 296, 
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(1936), 3 All E.R. 157. That was an application by a trustee 
against a firm of solicitors, who were acting for the bankrupt, to 
repay three sums paid to them by the bankrupt, viz., £50 paid on 
May 3, 1935, before the receiving order was made, £25 paid on 


July 29, 1935, and £50 paid on October 19, 1935. The date of the 


receiving order was July 24, 1935. 
Of the first sum of £50, the trustee only claimed the balance over 


| and above what was properly applicable to the costs and disburse- 
' ments of the bankruptcy proceedings. The other two payments 


were for the purpose of prosecuting an appeal against the receiving 


} order—the £25 was paid to furnish the £20 security which a debtor 
| had to give. If the solicitors were held entitled to retain the sums 


paid to them after the receiving order, the effect would be that the 
Court would sanction the security for the costs of an appeal being 
lodged by the debtor out of funds which must of necessity be 


| moneys of the trustee. 


The question which Clauson J. had to determine was whether 
the practice (which was well settled with regard to the costs of 
opposing bankruptcy proceedings) could be justified with regard 
to the costs of supporting an appeal (which was but an extension 
of the opposition to the bankruptcy proceedings). His Lordship 
could not see his way to extend the practice, and thought it must be 
for a higher Court to authorise such an extension. There were 
grave practical objections to such an extension. His Lordship 
made an order for repayment of the £25 and £50 paid after the 
receiving order. With regard to the £50 paid before the receiving 
order, he made an order for repayment of the balance over and 
above the sum properly expended in contesting the bankruptcy 
proceedings up to the receiving order. 





New ZEALAND Locat Boprrs’ Loan—ContTract GOVERNED BY 
Law or New ZEALAND—PRINCIPAL AND INTEREST PAYABLE 
IN VicTORIA—WHETHER VICTORIAN STATUTE REDUCING 
RATE OF INTEREST ON DEBENTURES APPLICABLE. 

In 1926 the Borough Council of Mount Albert, a suburb of the 
city of Auckland, New Zealand, issued a loan of £537,500, of which 
the Australasian Temperance and General Mutual Life Assurance 
Society Ltd. (the Assurance Society), a company incorporated in 
Victoria, subscribed for £130,000, the rate of interest being £5/13/9 
per cent. The loan was secured on a special rate of 3d. in the £ on 
the rateable value of all rateable property in the borough of Mount 
Albert (with provisions for a sinking fund of 1 per cent. per 
annum). 

The debentures and the interest coupons in respect of the loan 
were issued to the Assurance Society in pursuance of an agree- 
ment dated September 4, 1926, made between the Borough Council 


as borrower and the Assurance Society as lender. The agreement 


was executed under the common seal of the Borough Council in 
Mount Albert; a carbon copy was executed by the Assurance 


D 
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Society in Melbourne. The agreement recited that the Borough 
Council had taken all necessary steps, and had complete authority 
of law to borrow, by way of special loans, under the Local Bodies 
Loans Act of 1913 (now 1926), various sums of money, totalling 
£750,000, for specified local improvements, such as road, drainage 
and other like purposes, secured by special recurring rates to be 
made and levied upon the rateable value of all rateable property 


within the borough of Mount Albert. The agreement provided | 


that the Assurance Society should pay to the Borough Council the 
moneys agreed to be lent at the respective dates specified at a bank 
in Auckland, and that, in return, the Borough Council should hand 
over to the Assurance Society the debentures and interest coupons 
in the form agreed. This was in fact done, and the appropriate 
number of debentures and interest coupons was duly delivered by 
the Borough Council to the Assurance Society. 

The debentures and interest coupons contained a statement that, 
on presentation of the debenture or coupon on the due date at the 
Bank of New Zealand, in Melbourne, the bearer would be entitled 
to receive the amount of principal or interest therein mentioned. 

The Local Bodies’ Loans Act, under which the debentures were 
issued, provided that, in case of default in paying the sums secured, 
the Supreme Court of New Zealand had authority to appoint a 
receiver of the property on which the debentures were a charge. 

In 1931 the Parliament of the State of Victoria passed the Finan- 
cial Emergency Act (amended in 1932). This Act recited that it 
was desired to devise measures for meeting the grave financial 
emergency existing in Australia, and thereby averting disastrous 
consequences, and that a plan had been devised for re-establishing 
the financial stability of the Commonwealth and States, and restor- 
ing industrial and general prosperity by means involving a common 
sacrifice, and including, among other things, certain reductions in 
the expenditure of the Commonwealth and State Governments, 
and the conversion of the internal public debts of the Commonwealth 


and States on the basis of a reduction of the interest payable. Part @ 


III of the Act dealt with, inter alia, “Reduction of Interest on 
Mortgages and Other Securities,” and by S. 14 (1) mortgage was 


defined as “any deed, memorandum of mortgage, instrument, or 7 


agreement whereby security for payment of money is granted 
(whether by virtue of such deed, memorandum, instrument, or 
agreement, or of any Act) over real or personal property, or any 
interest therein; and without affecting the generality of this defi- 
nition, includes a mortgage given as security for moneys granted by 
a bank or corporation on overdraft; and also includes (a) any 
debenture, inscribed stock, or mortgage issued, created, or given 
by any public or local authority. .. .” 

Section 19 (1), which was the governing section for the pur- 
poses of this case, was as follows: “Except as hereinafter provided, 
every mortgage shall . . . . be construed and take effect as if it were 
a term of the mortgage that . . . . the interest payable under the 
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mortgage should be reduced at a rate equivalent to 4/6 for every 
£ of such interest,” but the rate of interest was not to be reduced 
below 5 per cent. 

Section 37 of the Act provided that nothing therein should apply 
to any mortgage given as security for moneys raised by any public 
or local authority by way of loan outside Australia. 

The Borough Council contended that this Victorian statute 
applied to its loan, on the ground that the interest was payable in 
Melbourne. When paying the May 1, 1935, interest, it only paid 
the Assurance Society the sum of £3,250 (5 per cent. on £130,000 
for six months), instead of £3,696/17/6. 

In legal proceedings to recover the £446/17/6 interest short paid, 
three questions were submitted to the New Zealand Court of 


| Appeal, viz. : 


1. Whether the Victorian statutes had any application to the 
debentures for £130,000 issued to the Assurance Society by 
the Borough Council ? 

2. Whether the interest payable under such debentures was 
reduced by the provisions of S. 19 of the Financial Emerg- 
ency Act, 1931, of Victoria, as from October 1, 1931? 

3. Whether, if the said statutes applied, the Borough Council 
was entitled to a refund of excess payments of interest made 
since October 1, 1931, in ignorance of the effect of the said 
statutes, on the ground of mistake? 

The New Zealand Court of Appeal of five Judges unanimously 
answered questions 1 and 2 in the negative; accordingly, ques- 
tion 3 did not arise. 

Appeal to Privy Council 

The Borough Council appealed to the Privy Council, and a New 
Zealand barrister journeyed to London to argue the appeal for it, 
but the Privy Council agreed with the decision of the New Zealand 
Court of Appeal, and dismissed the appeal with costs. 

The question which went to the root of the appeal was whether 
the Financial Emergency Acts of the State of Victoria entitled the 
Borough Council to rely on them in the New Zealand Courts in 
regard to the debentures and interest coupons. If they did not, 
then the defence based on S. 19 (1) failed. Their Lordships agreed 
with the unanimous judgment of the Judges of the Court of Appeal 
that the Victorian Acts did not apply to the debentures or to the 
interest payable under them, and, therefore, did not furnish a 
defence to the claim for payment of the interest at the full agreed 
rate. 

After dealing with some general considerations, and saying that 
the loan had been agreed to in New Zealand, that the personal 
obligation to pay was a New Zealand contract, governed by the 
law of New Zealand, and that the debentures and interest coupons, 
in so far as they gave a security on real property, namely, a portion 
of the local rate in New Zealand, were beyond question also 
governed by the New Zealand law, Lord Wright continued: “Their 
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Lordships thought that the appeal could be determined on the 
single ground that, in their Lordships’ judgment, which agreed 
with that of the Court of Appeal, the Victorian Financial Emerg- 
ency Acts did not apply to these debentures, or to the interest 
payable under them. To hold that the Victorian Acts applied to the 
debentures would be to attribute to the Victorian Legislature an 
intention to legislate in regard to matters lying outside its terri- 
torial jurisdiction, because the land charged under the debenture 
was in New Zealand. The authority vested by the Victorian Con- 
stitution in the Legislature of the State of Victoria was to legislate 
for the peace, order and good government of Victoria. It was true 
that the principal moneys and the interest were payable in Victoria, 
but they were payable under New Zealand contracts, and, further- 
more, to change the amount of the debt would be to affect the 
security on the land, which was extra-territorial so far as Victoria 
was concerned. The extent of the security was defined by the debt, 
and both the debt and the security were fixed by the New Zealand 
statute, so that to hold that the Victorian Acts applied would be to 
treat a New Zealand Act as varied in regard to a New Zealand 
contract by Acts of the Victorian Legislature. 

“Clear and precise words would be needed before an intention 
could be attributed to the Victorian Legislature to purport to exer- 
cise a jurisdiction of that character. A careful consideration of 
the terms of the sections of the Victorian Acts showed that, though 
the general definition of mortgage in S. 14, Sub-section 1, was wide 
enough to cover any mortgage of any land anywhere in the world, 
the intention of the Acts was to limit it to Victorian mortgages. 

“But the material question might be stated in even narrower 
terms as being whether the Court of New Zealand ought to give 
effect to those Victorian statutes. The matters concerned were 
mortgages of land (i.e., the local rates which issued out of the 
land) situate in New Zealand. The charge was subject to New 
Zealand’s statutes, which also defined and sanctioned the obligation 
to pay the debts, both principal and interest. The machinery for 
enforcing the security was also provided for by the statute. No 
other Court anywhere in the world had jurisdiction to enforce the 
security. The New Zealand Courts were, prima facie at least, 
bound to give effect to the New Zealand statutes. The New Zea- 
land Courts were not required to treat the Acts of the New Zealand 
Legislature as varied by the Legislature of another State. Such a 
result was not contemplated or intended by the Victorian 
Legislature.” 

Mount Albert Borough Council v. Australasian Temperance and 
General Mutual Life Assurance Society (1938), A.C. 224. 





STATUTES OF LIMITATION AND SIMPLE Contract DEsts. 
ACKNOWLEDGMENTS IN WRITING 
By the Statute of Limitations of 1623 (21 Jac. 1, C. 16, S. 3) 
it was enacted that all actions of debt grounded upon any lending 
or contract without specialty shall be commenced and sued within 
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six years next after the cause of such action, and not after; in 
other words, an action on a simple contract or on a simple con- 
tract debt is barred unless it is brought within six years after 
the cause of action arose. 
Time begins to run from the time when the cause of action 
first accrues, i.e., from the date of breach of the contract or non- 
payment of the debt. If goods are sold on credit, the six years 
are counted, not from the date of sale or delivery of the goods, 
but from the time the term of credit expires—from the time the 
debt can first be recovered by action. In the case of money lent, 
time runs from the date fixed for repayment; if no such time is 
specified, time runs from the date of the loan. There are some 
exceptions and qualifications to these rules, but it is intended to 
confine this note to what is usually known as the revival of the 
remedy against the debtor by an acknowledgment of the existence 
of the debt. 
The statute of 1623 made no reference to any acknowledgment 
or revival of the debt, but it was held in a series of cases that a 
promise by the debtor to pay the debt, if made within six years 
before action brought, was sufficient to create a new contract and 
so to take the case out of the operation of the statute, the existing 
debt being a sufficient consideration to support the promise to pay. 
The doctrine of acknowledgment of the debt was originally judge- 
made law, but by the Statute of Frauds Amendment Act, 1828 
(9 Geo. 4, c. 14), commonly known as Lord Tenterden’s Act, it 
received statutory recognition, for that statute provided that, “In 
actions of debt grounded upon any simple contract, no acknow- 
ledgment or promise by words only shall be deemed sufficient 
evidence of a new or continuing contract, whereby to take any 
case out of the operation of (the Statute of Limitations) or to 
deprive any party of the benefit thereof, unless such acknowledg- 
ment or promise shall be made or contained by or in some writing 
to be signed by the party chargeable thereby.” This statute refers 
to an “acknowledgment or promise” as if either would be suff- 
cient to take a case out of the statute. But the words of the Act 
are negative only, and it is clear that the acknowledgment must 
be an acknowledgment implying a promise to pay. A simple 
unconditional acknowledgment of the debt without any express 
promise to pay has always been held to imply a promise to pay, 
because that is the natural inference if nothing is said to the 
contrary. — 
A debt, therefore, may be taken out of the operation of the 
Statute of 1623 
(a) by an unconditional promise in writing to pay the debt, 
or 

(b) by an unconditional acknowledgment of the debt in 
writing, from which an unconditional promise to pay the 
debt is implied or inferred, or 

(c) by a conditional promise in writing to pay the debt, i.e., 
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a promise to pay the debt on the fulfilment of a condition, 
or on the expiration of a specified time, or on the 
happening of a certain event, if it is shown that the 
condition has been fulfilled, or the specified time has 
elapsed, or the specified event has happened. 


Time begins to run afresh from the making of an unconditional | 


promise or acknowledgment; in the case of the conditional pro- 
mise, time begins to run from the fulfilment or performance of 
the condition, or the lapse of the specified time, or the happening 
of the specified event. (Halsbury’s Laws, 2nd Ed., Vol. 20, p. 
625). The new promise revives the old debt, but does not create 
a new one; it revives it, however, not simpliciter, but subject to 
any conditions attached to the words, which operate the revival. 
As the Statutes of Limitation do not discharge or extinguish the 
debt or obligation, but only take away the remedy by action, an 


acknowledgment is of the same validity whether made before or | 
after the expiration of six years from the date the original cause 7 


of action accrued, provided it is made within six years before 
action brought. 
By S. 13 of the Mercantile Law Amendment Act of 1856, a 


written acknowledgment or promise signed by the duly authorised § 


agent of the party chargeable has the same effect as if the writing 
had been signed by the party chargeable. (According to Millard’s 
Personal Property in New South Wales, 4th Ed., pp. 80 and 416, 
this provision has not been adopted in New South Wales.) The 
question whether the agent had or had not authority to make the 
acknowledgment is a question of fact. 

Where there are two or more joint contractors, or executors 
or administrators of any contractor, a written acknowledgment or 
promise made and signed by any one or more of them will not 
revive the remedy as against the other or others who have not 
signed—see S. 1 of the 1828 Act. 

As a partner is the agent of his partners, he can bind the firm 


by acknowledging a partnership debt during the continuance of & 


the partnership. 
WHat Is A SUFFICIENT ACKNOWLEDGMENT? 


An important question in practice is: What is a sufficient § 
acknowledgment? Any words are a sufficient acknowledgment— @% 
even (an) I.0.U.—if they either expressly or by implication § 
amount to an unconditional acknowledgment of the debt or to a @ 


promise to pay. If the words used amount to such an acknow- 


ledgment or promise, they are not qualified and do not negative J 
the promise to pay implied from the acknowledgment or promise, § 
if accompanied by a request for indulgence or for time, by expres- | 
sions stating or implying that the debtor is unable to pay at the | 
time of writing, whether with or without a promise to pay in the | 


future, or by an expression of hope to pay in future. 


If the acknowledgment is coupled with a refusal to pay the | 


debt, or by a statement which is inconsistent with the implication 
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of a general promise to pay, as, for example, where the debtor 
says: “I owe you the money, but I refuse to pay,” or “I will 
pay you only on certain conditions,” that negatives or excludes 
any implied promise to pay arising from the acknowledgment. 
If the debtor promises to pay the debt when he is able, or by 
instalments, or in two years, or out of a particular fund, the 
creditor can claim nothing more than the promise given him, for 
a promise to pay in any other manner cannot be implied. In 
Tanner v. Smart (1827, 6 B. & C. 603), the words were: “I can- 
not pay the debt at present, but I will pay it as soon as I can.” 
There was here an express promise, and it was a promise to pay 
“as soon as I can.” The express promise overrode and excluded 
any implied promise which would be a promise to pay forthwith 
and substituted a promise to pay “as soon as I can.” To support 
an action it was necessary to prove ability to pay, and as there 
was no proof of ability to pay, an order was made for a new 
trial. In other words, the question of ability to pay was to be 
tried, and if proved the plaintiff would succeed. 

It is not necessary that the acknowledgment of indebtedness 
should be of any particular sum; it is sufficient if there is a 
general acknowledgment of indebtedness. Such an acknowledg- 
ment goes to the whole amount of the indebtedness, and the 
amount of the debt may be proved at the trial. When a sum 
smaller than the amount of the debt is acknowledged only the sum 
named is taken out of the statute. 

In the leading case of Spencer v. Hemmerde (1922, 2 A.C. 507) 
the debtor, in 1915, upon being pressed for payment of a loan 
granted to him in 1910 and interest thereon, wrote to the lender, 
in explanation of a former letter, “It is not that I won’t pay you, 
but that I can’t do so. . . What I wrote was not that I saw no 
prospect at present of being able to repay the capital, but that I 
saw no prospect of being able to repay the capital at present.” The 
debtor never paid any part of the principal or interest. In answer 
to an action brought against him in 1920 for payment of the debt 
the debtor pleaded the Statute of Limitations, but it was held by 
the House of Lords (reversing the judgment of the Court of 
Appeal) that the letter was a sufficient acknowledgment to take 
the case out of the statute. 


wo High Court Decisions 


In Hepburn v. McDonnell (1918, 25 C.L.R. 199) the solicitor 
for the plaintiff wrote to the defendant stating that the defendant 
owed the plaintiff a specified sum of money, details of which were 
set out, that the defendant had never made any attempt to reduce 
her liability, that the plaintiff required payment of the money 
(£1,120/5/1) and interest, and that any reasonable proposal the 
defendant might put forward would be considered. In reply the 
defendant wrote to the plaintiff: “I was indeed more than sur- 
prised to receive a letter through your solicitor re my indebtedness 
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to you. Well, in the first place I always knew, and had intended 
to pay you a certain sum, which I knew I was indebted... | 
am offering you £26 per year until the War is over, and when my 
daughter is of age we can sell some land which I shall advise them 
to give you a portion. . . At any rate this is the best offer I can 
offer at present—what the future brings forth rests in God’s hand. 
. . . I trust you will see your way clear to answer this at once, 
and trust my word to do what I say I will.” 

In an action by the plaintiff to recover a sum including the sum 
specified in the solicitor’s letter to the defendant, the defendant 
pleaded the Statute of Limitations, but the plaintiff contended 
that the defendant’s letter constituted a sufficient acknowledgment 
in writing of the debt sued upon. It was held by the High Court 
(reversing the judgment of Street J.) that the defendant’s letter 
contained an unconditional acknowledgment of the debt to the 
extent of the sum specified in the solicitor’s letter, that there was 
nothing in the defendant’s letter to contradict the implied promise 
to pay arising from that unconditional acknowledgment, and that 
there was a sufficient acknowledgment of the plaintiff’s claim to 
the extent of the sum specified in the letter, £1,120/5/1, with 
interest. 

Finally, we have the recent case of Bucknell v. Commercial 
Banking Co. of Sydney Limited (1937, 58 C.L.R. 155). — In 
April, 1926, Bucknell was overdrawn with the bank by £1,334. 
By December, 1933, this sum, with interest and bank charges, had 
increased to £2,272/15/-. The bank brought an action against 
Bucknell for this amount. Bucknell pleaded the Statute of Limi- 
tations. The bank relied upon a letter dated December 20, 1933. 
to the manager of the head office of the bank. In this letter 
Bucknell wrote: “I have to acknowledge the receipt of your letter 
of 8th November last. . . I remember my interview with your 
late general manager a few months ago, when it was put before 


me by him that I should pay you £500 in cash in reduction of my | 


liability to your bank. . . and at the same time give you a pro- 
missory note for a further £500 in full liquidation of the debt. 
to this proposition I neither dissented nor agreed as, under the 


peculiar circumstances of the matter having been in abeyance for § 


nearly seven years I considered that your bank would make no 


further claim beyond the £2,000 that I had already paid.” The § 


circumstances under which the overdraft had been granted were 
then set out at length, and commented upon by Bucknell, and the 
letter concluded thus: “I can only reiterate that had it not been 
for the glowing terms spoken of (a certain company) by your 
late manager I would have had nothing to do with it, and for 
this reason I should be absolved from any further payment.” 
Prior to the date of this letter the parties had been in negotiation 
for a settlement of the bank’s claim. In its letter of November 
8, 1933, the bank asserted that Bucknell had agreed to reduce his 
liability by paying £500 when he received his wool proceeds, and 
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at the same time give the bank a promissory note for a further 
£500 to cover the balance, and inquired whether the wool had been 
sold. 

It was held by the High Court (Dixon and McTiernan JJ.; 
Evatt J. dissenting), affirming the decision of the Full Court of 
New South Wales, that the letter of December 20, 1933, con- 
stituted a sufficient acknowledgment to take the case out of the 
Statute of Limitations; it admitted liability in terms which were 
unqualified and did not contain anything inconsistent with the pro- 
mise to pay implied by law from the acknowledgment of indebted- 
ness. 

(If Bucknell had concluded his letter with the statement, “I 
refuse to make any further payment” instead of “I should be ab- 
solved from any further payment,” his letter would not have been 
a sufficient acknowledgment). 





BANKRUPTCY—UNDISCHARGED BANKRUPT OBTAINING CREDIT 
BY PURCHASE OF PROPERTY ON TERMS—NON-DISCLOSURE 
OF BANKRUPTCY—CONTRACT RESCINDED. 


By S. 155 (1) of the English Bankruptcy Act (S. 211 of the 
Commonwealth Act) : 

“Where an undischarged bankrupt (a) either alone or jointly 
with any other person obtains credit to the extent of £10 (£20, in 
Commonwealth Act), or upwards, from any person without inform- 
ing that person that he is an undischarged bankrupt .. . . he shall 
be guilty of a misdemeanour (an offence, in Commonwealth Act).” 
Under the Commonwealth Act the penalty is one year’s 
imprisonment. 

In the case of De Choisy v. Hynes (1937), 4 All E.R. 54, the 
plaintiffs, Mr. and Mrs. de Choisy, entered into a contract with the 
defendant, George Hynes, for the sale to him of the whole of the 
issued share capital of a private company, and of certain freehold 
premises on which the company carried on its business, for £4,000. 
The contract provided that the purchase price, or any unpaid part 
thereof, should carry interest at 24 per cent. per annum from the 
date of completion, and should be payable by weekly instalments of 
principal and interest of not less than £3; if any instalment fell into 
arrear for 14 days the whole of the unpaid balance of the purchase 
money was to become immediately payable. For nearly two years 
the defendant paid the weekly instalments of £3, and then de- 
faulted. 

The defendant was at all material times an undischarged bank- 
rupt, but he never informed the plaintiffs of that fact ; the plaintiffs 
were only informed of it when their solicitors made a search after 
the defendant had defaulted under the contract. The plaintiffs then 
applied to the Court for rescission of the contract on the ground 
that the purchaser had concealed from them the fact that he was 
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an undischarged bankrupt. The defendant counter-claimed for q 


specific performance. 


Mr. Justice Bennett held that the entering into a contract in this 


form by an undischarged bankrupt is an obtaining of credit within 


eet 


S. 155 of the Bankruptcy Act, and a contract so entered into by § 


an undischarged bankrupt, without disclosure of the fact that he is 
an undischarged bankrupt, is unenforceable by him. The plaintiffs § 
were, therefore, entitled to an order for rescission of the contract, 


with costs. 


In the course of his judgment his Lordship said that the con- | 


tract was “a contract by which the plaintiffs have agreed to give 
the defendant credit for a sum in excess of £10. He gets credit 


under this contract which he executed for the sum of £4,000 and § 


interest. In my judgment, where there is obtained by a person who 
is an undischarged bankrupt a contract by which he becomes @ 
entitled to get, from the person with whom he had entered into 9 


the contract, credit to the extent of £10 or upwards, without dis- 


closing the fact that he is an undischarged bankrupt, that contract | 


is unenforceable by the undischarged bankrupt. The undischarged 
bankrupt has failed to perform the duty which the section plainly 
imposes upon him, and, in those circumstances, it is impossible, in 
my opinion, for such a contract to be enforced.” 





The Business Letter 
By J. A. L. Gunn, F.1.c.a. 


In the April issue of the Journal I discussed Mr. A. P. Herbert's 
wonderful carminative, What a Word. Unfortunately, stocks 
held by Australian booksellers were quite inadequate to meet the 
demand which arose for the book. Several booksellers imme- 
diately ordered fresh supplies, and the Accountants’ Publishing 
Co. Ltd. has also ordered a supply. Readers who are experiencing 
any difficulty in getting a copy should, therefore, apply to the 
Registrar of the Commonwealth Institute, Melbourne. 

Many readers have commented on the article, and have supplied 
a good deal of constructive criticism. 


The Salutation 
Mr. A. Clunies Ross would dispense with the formal greeting 
and ending. I agree, but would like to see more “essential courtesy” 
in the body of the letter before this forward step is taken. I re- 
member with horror many military memoranda. 


The Conventions 
“V.L.S.,” in the July issue, starts by calling me names. He 
infers, in the first place, that I am a murderer and a racketeer. This 
seems a little harsh; even my wife would not go as far as that. 
He later describes me as a “worthy contributor” and a serious 
person. Gosh! These apparently incompatible terms may, how- 
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ever, be reconciled. Let us say I am an “earnest racketeer.” After 
all, as a charming American lady recently remarked to his Majesty’s 
Court, it’s nice work if you can get it. 

Later, I shall touch on some of the points raised by “V.L.S.,” 
but it is hopeless to attempt to reply to all of them. As a young 
man, I appeal to youth. Between “V.L.S.” and me there is an 
obvious gulf of thirty years. His age brings him into the “stable”- 
minded class—he believes “whatever is, is right.” I apologise for 
having distressed the gallant old gentleman. With willing heart, 
let us watch him, through tear-dimmed eyes, tending his store of 
Mintie iins—alas, in the twilight of his days, now stocked with 
geraniuns. 

Punctuation 


Mr. Gordon E. Sunter, of Adelaide, writes: 


I liked your article, “The Business Letter,” on p. 219 of the April num- 
ber of The Australian Accountant. You have certainly blown a loud trum- 
pet, that should dislodge a few stones from the walls of jerry-built “business 
English.” Sharing your pleasure in A. P. Herbert, I still find my greatest 
joy in Fowler’s Modern English Usage. I haven’t The King’s English beside 
me, but I disagree with you about placing commas after each portion of a 
spaced address, and a full-stop at the close (p. 221, Punctuation). That cus- 
tom seems to me to break the rules about the use of commas and full-stops 
(end of a phrase, end of a sentence, abbreviation, etc.), and to serve no useful 
purpose. 

Mr. Sunter practices what he preaches, which is more than I 
have the courage to do yet. He dispenses with the commas and 
full-stops in the heading of his firm’s letter and in the address. At 
first it looked to me rather naked, but now, after accustoming 
myself to Mr. Sunter’s letter, I agree with him that the commas 
and full-stop in the address serve no useful purpose. 

Miss C. P. Gleeson, of the editorial staff of Butterworth & Co. 
(Aust.) Ltd., writes: 

Comma: As regards the use of the comma between two or more words of 
the same part of speech, except where “and” is inserted, I should say that 
in some cases it is desirable to use it when “and” is inserted, although the 
general rule may be to omit it in that instance. If used it gives equal emphasis 
to all the words, and does not run the last two together. Take, for instance: 
“The frocks were made of linen, silk, and cotton,” showing that three sepa- 
rate materials were used, the last two not being a combination, and “Amongst 
the different kinds of companies are private, proprietary, and public.” This 
shows definitely that there are three companies mentioned and that pro- 
prietary and public are not of one class. 

Colon: Mention of the colon may be added, as it plays an important part 
where the words to follow are being quoted verbatim and for numerous other 
reasons, as: “The terms of our contract are:” “Our quotation is as follows”: 

Parentheses may also be employed with advantage in long sentences, to 
enclose explanatory wording, thus keeping the sense of the sentence more 


intact. 
The Endings 


Miss Gleeson raises an interesting point: 
On reading your notes under this heading I wondered what your feelings 
were with respect to the season’s greetings being sent in a business letter. I 
have often read, “Wishing you the compliments of the season” and “Recip- 
rocating your kind wishes,” but am of the opinion that if a firm does not 
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feel inclined to send out cards it should not incorporate the greetings in a F | eoid a 





business letter. A 9 I'd like 
Formalities } typewr! 
Miss Gleeson makes the following comments on my suggestions: :.. — 
Date: As you say, either January 28, 1940, or 28 January, 1940, may be jj pn 
used, but for preference I should write “28 January, 1940,” as this gives the § Accoun 
order of day, month and year, rather than month, day and ome. ® Institut 
Direction: Perhaps under this heading a word about the envelope would § article 
not be out of place. If the envelope is addressed in double-spaced typewriting § Deal 
it makes for easier sorting on the part of the Post Office officials, although iff of the { 
double spacing is used the lines should be indented for the sake of appearance. J I have | 
Underlining : The last line of the address of the person to whom the letter tion cot 
is to be sent in both letter and envelope, and the title of the person signing I do nc 
the letter, may be underlined, and if this is done in red so much the better. § Muc 
Side headings or centre headings, if used, may also be underlined for . having 


appearance, but words in the text of the letter should not be emphasised by § S Esq.? 
being underlined or written in a different colour, as this is an insult to the Direc 
reader’s intelligence. In any case, as the letter should not contain superfluou 


= ally in 
words it should be necessary for him to read every word to get the sense, % ie le 
and, therefore, unnecessary to draw his attention to particular words. D carry tl 
Titles: It may be as well to give a direction here regarding the use of © the strz 
“junior” or “senior” with “Esquire,” as they are often written in reverse order. econom 
Esquire should be written at the end of the name, as junior and senior are) iniforn 
used with the name to distinguish the recipient. The citation is therefore: © One 
James Smith, jnr., Esq. | practice 
. >) men, bt 
Brevity failed 

Comrade J. H. Richards, B.com., writes: 
Mr. Gunn,— “Vy, 
Read article Australian Accountant. No time wasted future. Cheerio! M " 
J. H. RICHARDS. nee. 
. address 
Harmless Conventions nai 
Let Fellow-worker P. I. Kempster, B.Ec., a.1.c.a., reply to 7% the req 
“V.L.S.’s” defence of “harmless conventions” : — 
Intermediate High School, a 
Portland, ae 


18th May, 1938. her th 
Your plea for better business English in your article in the April issue of typist 
The Australian Accountant is timely, if not overdue. letter 
The “journalese” of much of our so-called literature, the “‘officese” of our Le 
business English, the conventional English, hackneyed expressions, factory- et 
made expressions, roundabout ways of saying things, have not the force or § capital 
suggestive power of the simple words that have been hallowed by constant | I bes 
use. The ordinary word, the familiar word, provided it is the proper word in ®% content: 
the proper setting, is the right word. on recc 
Mr. W. H. Frederic, m.a., pip.ep. (Lecturer in Education, Melbourne & came tc 
University), in a recent lecture, charged business publicity with being @ Many 1 
“flashy, ‘loud,’ blatant, vulgar,” in an endeavour to be “catchy and different.” carefull 
In the process, he says, “the King’s English suffers indignity after indig- § exactly. 
nity.” Too many Yankeeisms are creeping into Australian advertising and I he 
business English. and “in 
We must educate the rising generation of business men and women toa ™ the utn 
realisation of the value of good English as a business asset. If we can do) that the 
this our letters will become clearer and more dignified. As you say, the How 
stereotyped business phrase must be wiped out of our typewriting and short- disposa 
hand manuals if business English is to become vivid and show the individuality baring 
of the writer. pound < 
You state that the “th” is a useless addition in writing dates. January 2) [ha 
or 28 January is certainly clear, but do we not say 28th January? Certainly © have re 
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ina B avoid abbreviations, and let us deplore the use of inst., ult., and prox., but 
I'd like to hear some other opinions. I may be prejudiced, as I do not use a 
» typewriter frequently. ’ 

Courtesy titles need more attention. How oiten do we sce Messrs. used 
‘Bi in front of the name of a limited liability company? The question of the 
correct use of Messrs. was discussed in The Commonwealth Journal of 
the 3 Accountancy, May, 1931, October, 1931, and June, 1932. The Chartered 

© Institute of Secretaries is surely authoritative on this point. It supports your 
© article. 

Dealing with abbreviations, I would like to see a ruling regarding the use 
of the full-stop. Personally I teach the full-stop after all abbreviations, but 
I have seen texts which state no full-stop should be used where the abbrevia- 
© tion contains the first and last letters of the original word, thus, Mr not Mr. 
© [ do not like the new form. 

3 Much confusion exists regarding the use of Esq. Do we recognise it as 
2 having no more significance than Mr.? Don’t we discriminate in the use of 
) Esq.? Better eliminate it and save further trouble. 

Direction or inside address. I like the look of the indented form, especi- 
ally in a hand-written letter. This is probably prejudice. The straight-line 
© form looks quite well in a typewritten letter. It is an economy. Why not 

_™@ carry the process further, as some firms do, and begin each new paragraph in 
- ONS the straight-line, double-spacing to indicate the new paragraph? A further 
der |= economy, which does not destroy the balance of the letter, but makes for 
are © uniformity. 
es One point you did not mention relating to signatures, viz., the growing 

| practice of typing in the name of the writer. An insult, perhaps, to some 
» men, but oh! how necessary in other cases. How often have you tried, but 
failed, to decipher a signature? 
Greetings to Miss Gunga Din 
' “V.L.S.” states: 

Mr. Gunn’s prescription for the letter heading, the placing of name and 
address and date is usually included in elementary typewriting instruction in 
modern business colleges. The young typist eventually adapts her theory to 

to the requirements of the office in which she is engaged, as business men resent 
regimentation of these forms even as they value the right to choose their own 
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hats. 
The reply is, of course, that the typist should be allowed to put 
. her theory into practice, as I hope many do. The well-trained 


0! typist is far more competent to design the heading of the business 
letter than the business man. 

Let Miss R.L., Brisbane (initials only, as she works under the 
or § capitalist system) plead the cause: 

I beg to acknowledge receipt of your esteemed favour of recent date, 
contents of which have been duly noted with interest, and I desire to place 
on record my appreciation of your article, “The Business Letter,” which 
came to hand under separate cover. Or, should I say in the King’s English: 
Many thanks for your letter, also “The Business Letter”? I have read it 
carefully and critically, and I can say emphatically, “Them’s my sentiments” 
exactly. 

I heartily agree with you about “beg,” “favour,” “esteem,” “goodselves,” 
and “inst.,” and if ever they find their way into dictation I treat them with 
the utmost disdain, and they don’t get as far as the typewriter. I maintain 
that the business letter should be as fine an example of English as any essay. 

However, I must confess to ending a letter, “Holding ourselves at your 
disposal for further information, etc.,” but invariably I picture Antonio 
| baring his bosom and holding himself at the disposal of Shylock for his 
pound of flesh. 

I haven’t read What a Word, but I won’t miss the opportunity to do so. I 
have read a couple of Casson’s on the same lines. He tells the story of a 
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business man who was called upon to say grace at a banquet. For a moment § 
he was stuck. He had spent twenty years writing formal business letters, § 
so he rose and said: 

“Dear Lord, we thank Thee for all Thy favours of recent date. Permit § 
us to express our heartfelt gratitude. We trust we may continue to 
merit Your confidence. Assuring You of our prompt attention, and 
trusting that our abovementioned amicable relations may continue, we 
beg to advise that we thank You in advance for Your anticipated 
favours. Amen.” 





Modern Practice in Final Accounts 
By Ronatp A. Irtsu, Chartered Accountant (Aust.) 


The difference between bookkeeping and accountancy is much 
like the comparison of a tricycle and a motor car. Bookkeeping is 
mere “writing in books,” as I once heard it expressed, but account- 
ancy embraces something more than that. It refers rather to the 
specialist able to understand and interpret results, to diagnose busi- 
ness illnesses—generally, ‘“‘a scientist in business figures.” The § 
wider function of the accountant, as compared with the book- § 
keeper, imposes a duty to be modern in ideas, and to keep in touch § 
with all developments in this field. a 

It is unfortunate that Australia lags behind the world in up-to- § 
date accountancy practice. Many of our habits (for such they are) © 
demonstrate little improvement in accepted methods over the years. % 
We have admittedly welcomed mechanised bookkeeping, slip sys- § 
tems, and suchlike, but there is still an innate conservatism about ¥ 
Australian accounting which retards progress and frowns on inno- | 
vations designed to save time, present useful information, and 
generally increase the public esteem of the profession. One direc- § 
tion in which we have been been slow to move is in the improvement F 
of final accounts presented periodically to clients. The reason is | 
not hard to find. A certain form is prescribed when accounts are | 
first drawn up, and thereafter repeated year by year. It is a fact i 
that some firms never review the style of their accounts, and actually 9 
frown on criticisms or suggestions to bring them up to date. 

Consequently, cases are not unknown where little or no informa- 
tion is gained from the accounts, which usually require an expert 
to understand them. There are still balance sheets being presented 
headed Dr. and Cr. The revenue accounts are often likewise 
archaic. 

While it is proposed to make some suggestions here which even 
most text-books have not caught up to, it is not suggested that they 
are original or the last word in modernity. Quite possibly I am 
out of date already, but one hopes otherwise. 

Final accounts should be easy to read, easy to interpret, and easy § 
to understand. They should be drawn so as to be not merely a & 
historical record, but also to offer a reliable guide in forming and § 
modifying future policy. q 

The first of these accounts, the manufacturing account, should § 
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always be designed to fit in, where possible, with the costing system. 
This necessitates a carefully drawn private ledger, giving the re- 
quired dissections of various costs. Recent articles in these columns 
have already revealed modern practice in designing the private 
ledger. Given such records, the manufacturing account should not 
have as its ultimate aim the mere statement of total cost of manu- 
facture. The ultimate aim should be the link with costing data. 
In particular, the account should show clearly: 

(a) Cost of materials used in production. 

(b) Direct wages cost. 

(c) Expenses chargeable to production. 

The aggregation of these components is “cost of production of 
finished products.” Taking a simple case, the form of presentation 
might be as under: 

A.B. Co. Lrp. 
Manufacturing (or Production Cost) Account for the Year Ended 
December 31, 1940 


> 1940. 1940. 

Jan. 1. Dec. 31. 

To Opening stocks— £ £ By cost of production of ¢£ 
Raw materials . . 10,000 finished products 
Material-in-process 2,000 12,000 transferred to  trad- 

—— ing account. .... 100,000 

Dec. 31. 

To Raw materials . . 50,000 

» Duty, ete.— 

Raw materials . . 5,000 55,000 
67,000 


ie 
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are § 
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» work-in-process. 


Less closing stocks— 
Raw materials . . 12,000 
Material-in-process 3,000 15,000 


» Cost of materials 
~ a ae 52,000 

» *Direct productive 
wages... . 29,000 
Prime cost . . 81,000 


» Production expenses— 
Overheads in 
works-in-process 
at Dec. 31, 1939 1,000 
Factory salaries . 3,000 
Factory rent . . . 2,000 
Repairs and main- 
tenance, etc., etc. 15,000 
21,000 
Less overheads in 
work - in - pro- 
cess at Dec. 31, 
1940 . . . . . 2,000 19,000 





| 


100.000 100, 


*Arrived at after taking in opening and closing labour cost included in 


S 
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1938 
Even this setting out is a little cumbersome, and bows slightly to = 7 
conservatism. An improvement would lie in elimination of details Jj 1940 
showing how final results are derived, and giving rather a statement J jan. | 
on the following lines : 2 se S 
3 ec. 
A.B. Co. Ltp. = To P 
Statement of Production Costs for the Year Ended December 31,@ ” 
1940 
% to 
Total Cost. © Suge 
Cost of materials used .. .. .. .. .. .. .. -- 52%  £52,000@ in th 
Direct productive wages . SE ee 29,000 7 
Factory expenses (itemised for comparison) .. 19% 19,000 § 
Total cost of production of finished products 100% £100,000 & jo49- 
; % 
| | fh too 
It is unfortunate in one sense that the Companies Acts require §§ Dec. 
certain “accounts” to be produced at annual meetings, because § To P 
most accountants thereby assume that such “accounts” are good ” In 
enough for the management. Actually, the modern practice is § 
to dispense with formal accounts, and to present, instead, state-§ ,, Le 
ments which can be drafted to show the same final results, but © 
much more clearly. Of which more anon. There are times when ” _ 
even this information may be amplified by dissection of aggregate | we 
results into departments or processes, and by summarising appro- 9 | 
priate costing data in an adjacent column. Furthermore, factory 
expenses should be dissected under two headings, fixed and variable. § 
However, the foregoing may well be offset against the common 
form, shown below: f 
Manufacturing Account for Year Ended December 31,1940. | 
1940 1940 § This 
Jan. 1— Dec. 31— > Furtl 
To Stock on Hand .. .. By Stock on Hand .. . chan 
Dec. 31— » Cost of Goods Manu- 4 possi 
ice, er factured 
» Duty : He 
» Wages .. - b ately 
a Factory Salaries .. S remit 
, Factory Rent .. .. - , 
, Repairs and Mainten- accot 
ance, etc. : | sales, 
mee ——— & ever) 
= — sults 
‘ : — ; P ' depai 
One can well picture the client re-aligning his manufacturing § o,. 
operations in the light of these figures. Som 
Passing to the Trading Account one finds many examples of § pee 
“writing in books” and not too much accountancy service. The ] could 


common form is after this fashion: 


make 








‘ing 


of 


The § 
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Trading Account for the Year Ended December 31, 1940. 


1940 


® To Purchases .. .. .. .. 


, Cartage Inwards .. .. 
, Gross Profit .. 








1940 
leet Jan. 1— Dec. 31— 
™ To Stock .. By Sales .. 
™ Dec. 31— » Stock .. 


_—_—— 





: Suggested alterations here might incorporate the ideas contained 
§ in the following Illustration: 


Trading Account for the Year Ended December 31, 1940 


: chandising methods. 


} ately departmentalised. 
| reminiscences, I know one excellent example of the use of 
accounts in building a sound business. 


— §§ every penny to the best advantage. 


Jo to % to 
sy Total Total 
 1940— Sales 1940— Sales 
= Jan. 1— Dec. 31— 
To Opening Stock. . £3,000 By Net Sales— 
=» Dec. 31— Cash .. .. 56% £14,000 
Mm To Purchases .. .. .. .. 12,000 Credit .. .. 44% 11,000 
, Inwards Charges . 1,000 —$—$$______— 
+ 100% £25,000 
16,000 
» Less Closing Stock .. 3,500 
» Cost of Sales .. 50% 12,500 
» Gross Profit 
transferred to 
Profit and Loss 
Account .- 50% 12,500 
100% £25,000 100% £25,000 








Rate of Stock Turnover per annum—1940 (say) 7-5 times 
Rate of Stock Turnover per annum—1939 (say) 7-4 times 
Rate of Stock Turnover per annum—1938 (say) 7-3 times 


© This does give information, and is easily read and understood. 


Furthermore, it can be made the focal point for survey of mer- 
It assists the management as far as it 
possibly can—nothing more can be said in its favour. 

Here, too, greater benefit will be derived if results are accur- 
Digressing for a moment to personal 


A firm with fairly large 
sales, but very little capital, found it necessary, naturally, to use 
Accurate departmental re- 
sults prepared on the above lines showed clearly that certain 


| departments yielded high gross profits with quick stock turnover. 


Other departments were not so good in both these points. The 
firm decided to cut down sales of the less beneficial lines, and to 


§ concentrate on the better ones with this effect—that sales figures 
| could still be maintained with less outlay on stocks. 


An example 


» makes it clear: 





E 
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Dept. A. Gross profit 25%: Stock turnover 4 times. 
Present Sales £5,000. 

Dept. B. Gross profit 50% : Stock turnover 6 times. 
Present Sales £5,000. 





for 


These present figures meant that Dept. A with an average invest- § 


ment in stocks of £940 earned £1,250 gross profit in the year. 


Dept. B with an average investment of £420 earned £2,500 on 


the same sales figures. Diverting the investment in Dept. A. to 
Dept. B, the sales would be more than previous efforts, gross profit 
would be more in amount, but no more working capital was 
needed. 


It will be noted that only accurate accounts drawn on the lines | 


suggested could give the clue to this fact. 


This case is given to stress the part played in business manage- J 


ment by informative accounts. 

In approaching the Profit and Loss Account one feels that this 
is a real battle-ground. There are many ways in which Expense 
items can be shown. Perhaps the most usual are these :-— 

1. In order of amount. 

2. Alphabetically. 

3. In group classifications. 

4. In divisions of Fixed and Variable. 

5. As they come in the Ledger. 

The first may well cause our patron saint to throw up his hands 
in horror and register a black mark. No virtue can be descried 
therein except that the proprietor knows which expense cost him 
most. For purposes of comparison the difficulties are obvious. 

Alphabetical classification has its merits if for no other reason 
than that comparison is facilitated. But it is to be avoided if 


group classification is possible. Actually, expenses are usually | 
best classified alphabetically under group headings as shown ina 
later example. This form of presentation makes for easy com- § 
parison, and has the added advantage of making variations more § 
pointed. Many instances are found in practice where indepen- § 


dent expense items represent very slight movements, particularly 
on a percentage basis, but taken in a group the fluctuation both 
in percentage and amount is often sufficient to point to a need 
for investigation and overhaul. 

It is felt that division into Fixed and Variable Expenses is not 
of itself very valuable, or at least not so valuable as the previous 
suggestion. 

Finally those who classify in the order of Ledger Accounts are 
generally, surely “doomed to perdition.” 

Actually, the Profit and Loss Account is often best presented 
in the form of a statement in which one modification at least would 
be the deduction of appropriate items of miscellaneous revenue 
from relevant expenses. For instance, a much better picture is 
seen if discounts received are deducted from finance charges. 
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However, one is fearful of being thought too “radical,” and there- 
fore a profit and loss “account” is shown in lieu of a statement: 


Profit and Loss Account for the Year Ended December 31, 1940 


10 
Dec. 31, 1940. 


To Selling and Distribu- 
tion Charges— 
Commission . ae. 
Delivery costs... . 
Travellers’ expenses 
Travellers’ salaries . 


Total . 


Administration 
Charges— 
Audit fees 
General expenses . . 
Office salaries . 
Postages, etc..... 
Total . 
Credit Charges— 
Bad debts . . ; 
Collection expenses . 
Collector’s salary . . 
Total . 
» Finance Charges— 
Discount allowed . . 
Interest . . . 
Total 


Total Overhead Ex- 
penses— 

» Operating profit car- 
ried down. . a 


” 


” 





Dec. 31, 1940. 


SALES 








To Non-operating Expenses— 


Income tax provision 
Legal expenses re acci- 
SS ca: oe) x Sed 
» Net profit transferred 
to profit and loss 
appropriation A/c. . 


| 











sans 
Dec. 31, 1940. 
By gross profit trans- 
ferred from trading 
ers see o 


» Sundry Revenue— 


Discounts received 
Interest on debtors’ 
A/e’s. . 





a 





Dec. 31, 1940. 
By operating profit brought 
as a a 
» Non-operating Income— 
Dividends received . 














In passing, the Profit and Loss Appropriation Account may well 
be called Undistributed Profits Account, but old habits die hard. 

It is considered always advisable to show the actual Operating 
Profit before it is clouded by non-recurring items of expense and 


income. 


The Balance Sheet is a very open field for criticism. 


the Companies Acts of nearly all States of the Commonwealth 


While 








a 
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et 


ss 
: 

g 
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aid 


prescribe minimum standards of information, too many Balance 
Sheets are still poorly drafted. The Balance Sheet is the con- J 
summation of the year’s transactions. It is the net result of a 
year’s striving and development, and if “properly drawn up” (in 
the technical and not the auditing sense), it will give a picture 
to be praised or condemned. 

Much has been written of Balance Sheet Analysis. Surely the 
day is past when a skilled expert is hard put to it to find the really 
true story behind the figures? So then, a Balance Sheet must be 
easily understood. It must present the truth. It must expose 
strength and weakness alike. I refer, of course, to confidential 
and not published Balance Sheets. There are many good reasons | 
against undue exposure in a published Balance Sheet. With these 
rules to stand by, one may therefore be justified in expecting at 
least this information: 

Shareholders’ Funds. 
Fixed Liabilities. 
Current Liabilities. 
Fixed Tangible Assets. 
Fixed Intangible Assets. 

6. Current Assets. 

7. Various Ratios of Assets and Liabilities. 

On the matter of Shareholders’ Funds it is generally agreed 
that items to be included are Capital, General Reserves, and Ap- 
propriation Account. Is this correct? In some cases, I feel 
there should be deductions from these figures, notably items like 
Preliminary Expenses, Expenses of Share Issues, Goodwill where 
it is of no value (such as where issued in promoters’ shares) and 
other similar items. Such a process gives a much better indica- 
tion of the real Net Worth. It is often forgotten that the Eng- 
lish term Shareholders’ Funds is synonymous with the American 
“Net Worth.” |However, Shareholders’ Funds, if only in its 
orthodox form, should be shown. 

Fixed Liabilities should be detailed and expiry dates shown if § 
possible. An excellent scheme is to show them in three classes :— 

(a) Due within one year. 
(b) Due within two years. 
(c) Due after two years. 

This does indicate the larger financial arrangements to be con- § 
sidered. ; 

It naturally follows that details of any securities held should 
be stated briefly. Current liabilities should be dissected into § 
current trade accounts, bills payable, taxation reserve, etc. 

Percentages of each of the items on the liabilities side to the 
balance sheet total should be shown, as this makes for more effec- § 
tive comparison with earlier years. j 

Fixed assets should be set out individually and preferably giv- § 
ing the total cost less the full depreciation provision to date. 
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Current assets require similar detailed treatment, and as before 
all assets should carry a percentage to the total assets. It is 
expected, too, that each of these groupings will be shown in detail 
as well as in total. 

It is not out of place to mention at this juncture that where 
possible supporting comparative statements should be given. The 
minimum expected here would be :— 

(a) Statement of working capital, comparing with previous 
figures. 

(b) Statement of Source and Disposition of Funds. 

(c) Comparisons of trading results and expenses, etc. 

The importance of the form of final accounts is too often over- 
looked. It is very rarely the subject of review and criticism. As 
accountants are required to be more and more specialists, there 
should be no end to their ability to learn. Certainly we in Aus- 
tralia have much to learn. We lack research and indeed facilities 
for research, but by conscientious striving we can keep in the 
front rank. The rate of industrial growth in this country de- 
mands that we do, for industrial growth implies sound up-to-date 
accounting. ‘vacate ae 





Symbol Systems 
By J. W. H. JACKSON, A.F.1.A., A.C.A.A. 

Modern industry is at a stage of monopolistic combination and 
large scale production. The corresponding concentration of capi- 
tal and intensification of production have demanded methods of 
managerial control, beyond the nebulous fancies of our most pro- 
phetic ancestors. 

In its evolution it has introduced also complex organisation and 
mechanisation of operations. But, in addition, it has initiated 
a need for the collation of multitudinous details. In the field of 
Accountancy, particularly, the demand for analytical records has 
increased enormously. Records of transactions (especially sub- 
sidiary records), have become so numerous that identification by 
name has become a cumbersome, ambiguous, and impracticable 
relic of the past. Progress demands other methods. Account- 
ing records of a modern enterprise are now identified by systems 
of symbols. 

Symbolisation (as the process is called by Lansburgh: Jndus- 
trial Management) may be defined as an assignment to classified 
items or accounts, or a series of related characters in such a 
manner as to facilitate recognition and identification of one item 
from numerous other items in any sphere of business activity. 
A complete set of symbols comprises a system of standard nomen- 
clature. This definition implies that any symbolisation of account- 
ing records requires, primarily and essentially, a comprehensive 
classification of accounts by which those of a similar nature, 
grouped under suitable headings, control numerous subsidiary re- 
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cords. Obviously this classification depends on the plan of 
organisation, which, in turn, is determined by the size and type 
of the business undertaking. 

One scheme of classification is that which provides for group- 
ing according to ledger accounts, the P. & L. A/c., and the Bal- 
ance Sheet. Another is subject to the departmental organisa- 
tion; while still another is identified with the functional activities 
of the enterprise. In Cost Accounting, classification may depend 
upon the particular purpose for which the costing data is being 
collated and used. Likewise, in stock or stores records, classi- 
fication may be by nature of material. On the other hand, it may 
depend upon the physical grouping of goods to meet the require- 
ments of a particular scheme of production. 

The mode of classification having been determined, we proceed 
to choose the code or symbols to be used, bearing in mind the 
need for simplicity, conciseness, and ease of recognition. Any 
unnecessary subdivision of groups may cause unwieldiness in 
size of the symbol, therefore it is necessary that only those char- 


acters which serve a definite purpose should be used. Neverthe- § 


less, the desire for simplicity should not allow of confusion or 
misunderstanding. Accuracy must not be impaired. 
The two main methods are :— 
The Numerical System (the use of numbers) and 
The Literal System (the use of letters). 
The Numerical system consists of one or more separate figures, 
each, according to its position, having a special group significance. 


The chief characteristics of the Numerical System are, simplicity 7 


at first sight, adaptability to mechanical operation, and special 
usefulness in control and division of ledger accouats. In using 
this system for accounting records, however, we find that the 


possibility of class divisions is sometimes limited to ten. Never- 


theless, this may be overcome by using dividing strokes or bars; 


but these have a tendency to lengthen the symbol. This makes it § 


cumbersome. 
The Literal system is that which utilises the alphabet as a 


means of symbolisation, and yields the best results when applied § 


mnemonically. This method was first used by F. W. Taylor, 
the father of Scientific Management, and his associates. _ Its 


value consists in its ability to make the nomenclature a unified J 


whole without repetition of symbols. Other advantages of the 
mnemonic system are :— 

It aids the memory by means of sound; 

It makes possible a division into twenty-two groups (I, O, Q 


and U are omitted) ; 
It provides special distinctiveness in accounting records ; 
It avoids confusion with quantities or financial figures. 


Mnemonics are specially adaptable to departmental classifications, 4 


and are successfully used in the costing of labour operations. 
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Sometimes, a compromise is effected by using a combination 
of letters and figures as a composite symbol; but, in some cases, 
this leads to ambiguity. 

A decimal system, known as the Dewey System, expresses 
relationships by the position of the numeral to left or right of 
the decimal point. Despite its advantages of comprehensiveness, 
and its capacity for expansion without repetition, it is not as 
popular as other systems. As a means of identifying library 
books and drawings, however, it possesses special importance. 

So much for explanation, now let us consider a few illustra- 
tions :— 

In this example, classification commences with the Balance 
Sheet, and the numerical system is applied. 


1. Liquid Assets. 5. Floating Liabilities. 
2. Floating Assets. 6. Fixed Liabilities. 

3. Fixed Assets. 7. Reserves. 

4. Fictitious Assets. 8. Capital. 


The digits represent key classifications for subdivisional groups 
as follow: 


11. Bank (Current A/c.) 33. Furniture 

12. Bank (Deposits) 34. Land 

13. Cash 35. Machinery 

21. Bills Receivable 36. Motor Vehicles 
22. Debtors 37. Sidings 

23. Stock 38. Tools 

31. Buildings 39. Wharves 


32. Fixtures 


Further divisions follow: 
351. Depreciation Machinery 3511. Deprec. Machy., Elec- 


352. Interest on Capital Value trical Dept. 

Machinery 3512. Deprec. Machy., Manu- 
353. Insurance on Capital facturing Dept. 

Value Machinery 3513. Deprec. Machy., Mecha- 
354. Repairs and Renewals nical Dept. 

Machinery 3514. Deprec. Machy., Wood- 
355. Oiling and Cleaning Ma- working Dept. 

chinery 


These subdivisions may be continued further stages, but each group 
is limited to nine classifications. 

Here is another example: In a retail distributing organisation 
extending throughout Victoria, symbols are used in accounting for 
branch transactions as follow: 


1. Melbourne District 5. Gippsland District 

2. Ballarat a 6. Western - 

3. Bendigo ‘a 7. North-Eastern District 
4. Geelong - 8. North-Western bt 


Branches in each district are then numbered from one to nine, 
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while the accounts have a uniform identification regardless of the % 


district or branch grouping. For example: 


Stock at Ararat branch would be .. .. .. .. .. 2550 

. «a a. = a Si ae Sa ae Ce ee 

» » Benalla ,, " ae i. eo 2), 
Sales at Ararat __,, m ee 

» «=p a - a A Uh .. ae 

— lo E=E : ge ee ee 
Salaries at Ararat ,, es ee eer ee 

re sa ‘a gt eee ae a 

e » Benalla ,, ” ee ately. ka.. a Te 
Cash in hand Stawell branch would be .. .. .. .. .. 2630 
» oo » seymour ,, a 4a ee 
~~ «» « 2 ss * See 
» o» so pairnsdale ,, a ee ee 


The first two groups (Districts and Branches) are limited to nine 
divisions respectively, but the third group extends to ninety-nine. 
A further illustration of the numerical system is as follows: 


Industrial Expense .. .. 100 


Commercial __,, rae 
Departmental Charges .. .. 110 Industrial 210 Commercial | 
Maintenance, repairs, etc. . 120 _ 220 
Depreciation .. .. .. «.. 190 éi 230 
Service Charges .. .. .. 140 . 240 
Depreciation— 
Buildings .. .. .. .. . 130/01 _,, 230/01 __—i,, 
EE lc lr 230/02 __,, 
0 a lee 230/03, 
Rewer... «+ <a ss « GA, 230/04 _ 


Motor Vehicles .. .. .. 130/05 _,, 230/05 __séez, 


In this instance the division of controlling groups is limited to 
ten; but the subsidiary groups are not subject to any limitation. 

Here we have another illustration: For the following classifica- 
tion it is necessary to list all major accounts and allot numbers in 
sequence up to 99. Thus a sequence of numbers, with two figures 
in each, represents control accounts. 

Another list, composed of minor accounts, is similarly allotted 
numbers in sequence up to 99. These are subsidiary accounts. 
The two sets of numbers, comprising a symbol, identify the 
account. Suppose for example that Manufacturing Expense is 
45, the symbols would be— 


4550 Depreciation. 
4555 Repairs. 

4558 Taxes. 

4570 Insurance. 

4571 Sundry Supplies. 
4562 Light and Power. 
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: Similarly, Selling Expenses (60) would be indicated as follows :— 


6040 Salesmen’s Salaries. 
6039 Travelling Expenses. 
6035 Commissions. 

6060 Freight. 

6059 Cartage. 

6030 Advertising. 

6062 Light and Power. 
6070 Insurance. 

6071 Sundry Supplies. 


' Under the heading of Selling Expenses, Advertising—6030, may 
be extended to indicate a certain product (3) in a specified dis- 
| trict (5). Thus the symbol becomes 603035. Space will not per- 
mit of a detailed list of items, but it is obvious that such a method, 
if extended, is likely to become cumbersome. 

For the purpose of motor parts and other stock records, another 


© adaptation of numerals may be used, providing for three divisions 


) with separate sets of numbers respectively. The first group indi- 
cates the name and model of the vehicle; the second indicates the 


» section of the vehicle as follows :— 





1. Body 5. Engine 
2. Chassis 6. Fuel System. 
3. Cooling System 7. Steering 
4. Electrical 8. Transmission 


» More sections may be used if desired. The third group indi- 
} cates the itemised parts. For example Bedford (1) Engine (5) 
} valves (30) would be symbolised thus: 1/5/30. 


Buick (2) Steering (7) column (10) thus: 2/7/10. 
Chevrolet (3) Steering (7) column (10) thus: 3/7/10. 


Then, again, with ledger accounts of consumers of electricity, 
| gas, water, etc., the use of a cross between two numbers is com- 
monly used as a means of identification, e.g., 12 x 154 represents 
} account 154 in No. 12 ledger. In this and the preceding illustra- 
tion, itemisation (being free from limitation), renders splendid 
service under a variety of circumstances. 

a we have an example of the Decimal system applied to a 

ibrary :-— 


1. Art 8. Industry 

2. Biology 9. Law 

3. Commerce 10. Music 

4. Economics 11. Oratory 

5. Fiction 12. Psychology 
6. Geology 13. Sociology 
7. History 14. Travel. 
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A book dealing with Psycho-analysis 
- o » Social Psychology 
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would be 1 
” 1 ° 
1 


””? 


1” 7 », Industrial Psychology 


ov ie a » General History 

» ws ™ », European History 
a oe a » Constitutional Law 
— - ,» International Law 
—— Pa » Divorce Law 


So much for the numerical system, let us consider the literal 
system. One of the best examples of the literal system used 


mnemonically is as follows :— 
X indicates Exchange plant. 


S 3 

R 3 

z = 

a ce 
Exchange omnes .. XEP XEN 
| ee san ee ae 
Conduits .. .. 2 « ae aoe 
Underground Cables os a ae 
Aerial Wires . .. «- KAWP XWN 
Submarine Cables .. XSP XSN 
Subscribers’ Instrument. .. XIP XIN 
Public Telephones .. .. XPP XPN 


” 


Recoveries 


XEC 
XTC 
XCC 
XUC 
XWC 
XSC 
XIC 
XPC 


T indicates Telephone Trunk Service plant. 


Provision 
Renewals 


Trunk Equipment .. .. TEP TEN 
Trunk Telephone Repeaters TRP TRN 
Trunk Conduits... .. .. ... TCP TCN 
Trunk Underground Cables TUP TUN 
Trunk Submarine Cables... TSP TSN 


Recoveries 


TEC 
TRC 
TCC 
TUC 
TSC 


” 


Bin 
% 
z 


) 


» § 
s E 
”n a 
XES XEM 
XTS XTM 
XCS XCM§ 
XUS XUM§ 
XWS XWM 
XSS XSM§ 
XIS XIM 
XPS XPM 
bo S 
5 = 
= & 
= 3 
n a 
TES TEM 
TRS TRMG 
TCS TCME 
TUS TUM® 
TSS TSM* 


These symbols, representing accounts used for ascertaining 
Capital and Working Costs of various classes of public utility 
assets, are so suggestive that memorisation is easy and simple. 
Proceeding further, a combination of literal and numerical sys- 
tems produces the following symbols, used in costing workshop & 


operations. 
ED10 Engineering Dept. drilling on product or job No. 10 
ET19 S » turning ,, Je is 
EG114 me a grinding ,, " 
EM1410 o » milling ,, 
ES10 ss » sawing ,, - 
EP10 - » Shaping ,, 3 
EC19 i » cutting ,, ss 


*By courtesy of P.M.G. Dept. Australia. 
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The above numbers may be grouped so that standard repetitive 
work will always bear the same symbol. Production Orders for 
stock lines, also, may be specially grouped. 

A further use of the composite symbol is applied to stock 
classification as follows :— 


SDA Stock dyes acid SDAI1 peacock blue 

SB . » basic SDA2 alizarine blue 
 —_— » coupled SDA3 green 

SDD ,, » developed SDA4 red 

SON . »  Napthol 

SRC Stock rope copper SRH1 manilla rope 14 in. 
SRE ow » hemp SRH2 7 a 
CES. ws steel SRH3 - » 2s in. 
SOB Stock oil boiled SRH4 ‘a ~ © & 
0 a » cylinder SOV1 paraffin oil 

ae » » engine SOV2 castor oil 

. § » lubricating SOV3 salad oil 

SOM ,, »» machine SOV4 cycle oil 

SOR ,, ~ ee SOVS5 stearine 


SOV ,, »» Various 


The use of composite symbols is valuable in catologues, as is 
indicated by the following list of motor parts. The motor vehicle 
manufacturer, periodically placing new designs on the market, 
identifies each model by the initial letter. The section of a vehicle 
is indicated by the second letter. The part is indicated by a num- 


ber. 
1920 model A 


a . 8 
nDlCU«,:«CUC 
9932 . D 
Cat. No. 
Crankcase . . A 1920 model timing gear case AA.24 
Gears .. so aoe ws " » cover DA.32 
Cylinder. . = — » » bolts DA.34 
Radiator .. . D 1930 _,, cyl. ‘head gasket CC.10 
Exhaust manifold . E 1930 » engine valves CC.40 
Dynamo and fittings F 1930 ,, con. rod bolt CC.57 
Gear Box .. G 1932 __,, radiator cowl DD.15 
Clutch .. . H 1932 _ ,, change speed lever DG.72 
Brakes . . I 1932 _,, oil plugs DG.60 
Front axle . 7 


The above list is abbreviated so as to conserve space. 


This discussion, without embracing all phases, gives a reason- 
ably comprehensive survey of the various uses to which symboli- 
sation of accounts and records can be applied. Another sphere 
in which symbols are being extensively used, is that of Budgetary 
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Control. Estimated income and expenditure are tabulated, de- 
tailed, analysed and criticised to a microscopic degree. Yet in 
modern enterprise such intense investigation and forecasting are 
essential. Without the aid of symbols, however, it would be a 
laborious and cumbersome process. Modern enterprise demands 
modern methods. 

Along with the growing demand for simplifying and standard- 
ising manufacturing operations, and the urgent need for uniform 
terminology in accounting procedure, there is also a desire for the 
investigation and compilation of efficient and uniform accounting 
symbols. Uniform systems, most suitable for specific industrial 
operations or records, would then be available for use without 
wasteful experiments. May this wish soon materialise. 





Costing Motor Vehicle Operation 
By L. J. SHort 


The firm with which the writer is connected recently engaged 
in an activity the accurate financial results of which it was very 
necessary to know, and to know without any undue lapse of time 
from its commencement. Naturally, this venture was not embarked 
upon without mature consideration by the management, but the 
work was of such a nature that accurate costs could only be obtained 
from an analysis of actual operations. It was fairly evident that 
the activity would be profitable, but it was not possible to gauge this 
with certainty on the data available beforehand. 

The capital expenditure was fairly large, and the operating 
expense high, and the writer perceived it his duty, as a “manage- 
ment” accountant, to institute a costing system which would 
quickly and definitely prove the value or otherwise of this section of 
our business, and keep those interested continually informed of its 
progress. 

The separate income of this venture was very easily determin- 
able, as it came from one source only, and a suitable account was 
opened in the general ledger to record it. With this done, the 
whole of my attention was concentrated on the expense side of the 
activity. 

I decided (thanks to Mr. Fitzgerald’s articles in The Australian 
Accountant during the past few months) to approach the subject 
from the “balance-sheet” viewpoint. What information, I asked 
myself, would my management find most useful? In what way 
should I present it so that it would be comprehensive, and yet clear 
and intelligible to all? 

As approximately 98% of the expense consisted of motor vehicle 
running costs, I set about instituting a costing system for motor 
vehicle operation which would enable me to attach to my general 
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report a statement giving a detailed analysis of these costs, and | 
decided to bring the rest of our motor vehicles, operating on other 
work, under the same system. Previously their costs had been 
merely distributed through the general ledger nominal accounts, 
and, of course, they lost their identity in the process. 


Dividing operations into periods of four weeks each, the form J 


on p. 77 is the form of statement I adopted for placing before my 
management immediately after the close of each period. 

To illustrate the results obtainable from such a statement, figures 
relating to one vehicle have been entered on the form. 

Working back from this statement, I raised eleven accounts in my 
expense ledger under Section K (motor vehicles’ operating ex- 
pense), and five accounts in my private ledger as follow (each 
account having a column for each vehicle) : 

Section A (Reserves)— 

A5: Reserve for depreciation of tyres and tubes. 

A6: Reserve for depreciation (motor vehicles). 

A7: Reserve for repairs and maintenance (motor vehicles). 
Section E (Assets)— 

E11: Motor vehicles. 

E12: Tyres and tubes. 

(The eleven expense accounts are shown on the statement, so 
there is no necessity to repeat them here.) 

Now as to the entries coming to the accounts. 

K1 and K2: From the cash book where purchased outside. From 
our departmental transfers book when supplied from our own 
stocks. Unused petrol stocks in tanks are ascertained at the close 
of each period, and carried forward into the next period, only the 
actual amount used appearing in the current costs. At the same 
time, mileage figures are read for the statistical portion of the 
statement. 

K3: I saw a difficulty here, as it was obvious that, with new 
vehicles, we would have no payments under this heading for some 
time. Yet tyres begin to wear as soon as the vehicle is driven from 
the agent’s showroom, and this wear must be allowed for from 
the inception of operations. I decided to estimate the mileage life 
of each tyre and tube, and charge operating costs with the per-mile 
rate, crediting reserve for depreciation of tyres and tubes. For 
example, No. 8 had 11 tyres and tubes (including the spare). 
Estimating the life of a tyre and tube to be 30,000 miles, and the 
cost £16, this made the cost of each tyre and tube 10/8 per 1,000 
miles, or a cost for the vehicle of £5/6/8 per 1,000 miles. (Only 
ten tyres and tubes are used at the one time.) 

K4: This is arrived at, of course, by deducting estimated re-sale 
value from original cost, and dividing the result by the estimated 
mileage to ascertain the per-mile rate. In the case of No. 8 this was 
‘86d. 

K5: This expense bears similarity to tyres and tubes, since no 
payment was expected for some time, although the time when such 
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payments would have to be made approached nearer as each mile 
was run. It was decided to reserve ‘25d. per mile for this expense, 
crediting account A7. 

K6: Same as K1 and K2. This covers such items as small tool 
replacements, ropes, chains, tarpaulins, etc. 

K7: From prepayments (insurance-motors) account. 

K8: On cash investment. 

K9: From prepayments (registrations and _ licences-motors) 
account. 

K10: Estimated on value of building occupied. 

K11: From cash book (wages) and prepayments (insurance- 
w/comp.) account. 

A5: Already explained under K3. At balancing time an adjust- 
ment is necessary so that the asset and reserves accounts only re- 
present tyres and tubes still in use. 

A6: Explained under K4. 

A7: Explained under KS. 

E11: Original cost of the chassis and body, which is the total 

cost less value of tyres and tubes. 
E12: Cost of the original tyres and tubes. These must be de- 
= ducted from the full price paid for the vehicle in order to ascer- 
5 tain the correct value for E11. All additional purchases are also 
| charged to this account, an adjustment being made at balancing 
» time in regard to discarded tyres and tubes, as explained under AS. 
| These accounts are shown in the balance sheet as follow: 


Liabilities Assets 


Reserve for repairs and main- Motor vehicles at cost 
tenance (motor vehicles) Less reserves for dep. 
Less amount spent to date Tyres and tubes at cost, 

Less reserve for dep. 


Although some readers may consider this system too cumber- 
some, I have not found it to be so in practice, and I feel that the 


n f little extra work involved is amply compensated by the valuable 


data obtained. Firms having a large fleet of motor vehicles are 
faced with very high costs, and efficient management must know 
that those charges are not only being properly controlled, but are 
also being recovered in the earnings of the business. We, in our 
business, do know just what our transport is costing, and this know- 
ledge has proved of great value on many occasions. I find our 
costs vary very little, and when they do it is always possible to dis- 
cover the reason. In one case an improvement of -3d. per mile in 
the petrol consumption was attributed to the fact that the valves 
on that particular vehicle had just previously been re-ground. In 
the event of selling, or the trading-in, of a unit, it is quite easy to 
ascertain from the accounts the present value of tyres, tubes, 
chassis and body, and so fix the selling price beyond any doubt as 
to whether it is correct or not. In my own case, the work is con- 
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siderably lightened by the adoption of “standing”’ journal entries. 
It will be noted that the system here outlined dovetails with, and 
forms part of, the general accounting system, and in doing this th 
writer believes he has achieved something which is considered highly} 
desirable by all cost accountants. 
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